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EXECUTI VE SUMVARY

This Manual should be viewed as a |ogical continuation
and conclusion of the previous projects inplenented by USAI D
and dedicated to reformng the existing process of |and
all ocation for construction in Russia and to provi de new forns
of legal docunents for this process.

Who needs this Manual and why.

The substance of the Munual to a great extent 1is
conditioned by the existing situation in Russian cities (end
of 1997 - begi nning of 1998).

The existing situation is very contradictory and is
characterized by nunerous intersecting novenents. First of
all, slow but steady growh in the real estate narket.
Secondly, from inertia, the old land use nethods have been
transferred from the socialist system which denied free
mar ket and was not capable to stimulate the market. Thirdly,
existing land use laws and | egal acts either do not establish

the necessary certainty, or confirm the old “non-mnarket”
system (for exanple, the “acts of prelimnary approval of

construction sites”). Fourthly, under the law |ocal self-
governance agencies obtained significant independence in
regulating land use, but they do not know how to use this
i ndependence. Fifth, a very strong Russian tradition,

according to which the regions |ook to Moscow and say: “if it

is good enough for them it is good enough for us”, is stil
al i ve.

As far as land use issues are concerned, we essentially
have to deal with tw different groups  of | ocal
admni strations. The first group, the domnant one so far,
considers these issues to be admnistrative and technical ones
(in other words not legal). Their solution is to nmultiply the
nunber of instructive documents and directives wthout
changing the legal essence of land allocation process for
construction. The second group is gradually beginning to
understand that sone substantial changes are needed regarding
| egal foundations of this process. Wthout such changes it is
inmpossible to talk about developnent of a civilized real
estate market. The majority of representatives of both groups
does not clearly understand why the changes are needed, what
t hey nmean, how they should be adm nistered and what the cities
can gain.



This situation defined the need for and purpose of this
Manual , which include three fundanental steps:

to provide argunents denonstrating the substantive
contradiction between the existing process of |and
allocation and requirenents of the market from the
city’s side (its admnistration and people) and from
t he side of devel opers and investors.;

to denonstrate an integrated nodel a of step-by-step
transition to a narket-oriented system of |and use
which will be based on zoni ng principles;

to suggest and test in practice the basic docunents
whi ch acconpany and admnistratively provide for
allocation of land for construction (Long-term Lease
Agreenment, Certificate of Permtted Use of Land).

The audi ence of the Manual is:
city admni strations;

specialists working in city planning (devel oping), |and
surveying and | egal areas;

m. educational institutions preparing specialists in the
above nentioned fields.

Summary of the contents of the Manual

The Manual consists of two parts:

PART |I. | MPROVEMENT OF PROCEDURES FOR ALLOCATI ON OF LAND FOR
CONSTRUCTI ON;
PART 1. | MPROVEMENT OF PROCEDURES OF ALLOATION OF LAND FOR

LONG TERM LEASE.

Part | is dedicated to the whole cycle of procedures
starting fromthe beginning: filing of an application, through
all internediate stages of preparation of the required
docunents, their approval and issuance of conclusions and
permts, to the very end of this cycle - acceptance of a
conpl eted project and its registration.

In the first section of Part | there is an analysis and
evaluation of the existing process of granting long-term
rights for land for construction in Russian cities. This
anal ysi s includes two parts:

t ypol ogi cal cases and | egal foundation for Iand



al |l ocati on;

overview of the existing Russian |land use system from
the point of its conpliance with requirenents and
condi tions of the devel oping real estate narket.

In the second section of Par t I, there are
recommendations for city admnistrations on how to inprove the
process of granting land rights for construction. In order to
illustrate the recommendations this part of the Mnua
contains a concrete exanple of how to analyze the existing
process in a city.

The recommendations on how to inprove the existing
process i ncl ude:

the concept of consistent inprovenent of the existing

pr ocess;

description of the initial stage of reforns;

suggesti ons on repl aci ng t he ol d docunent s
(Architectural - pl anni ng Assignnment) and i npl enentation
of new docunments - (Certificate of Permtted Use of

Land). Sanpl e docunents are included. They were tested
i n Novgorod and Kazan.

Part | contains a broad supplenment of analytica
materials, including diagrans, which illustrate the whole
cycl e of procedures under review, and sanple docunents.

Part Il of the Manual covers the follow ng issues:
pur poses and goals of a |long-terml ease;

main requirenents to lease land wthin a nmarket
envi ronnent ;

specific features of long-term |ease agreenent for
constructi on;

terms of long-term | ease agreenent which stimulate rea
estate narket developnent and private construction.
This sections provides a detailed review of the
foll owi ng issues:

rights defined by the | ease agreenent;
permtted uses and construction restrictions;
termof the | ease agreenent;

terns of paynents and rent;

qualification for selection (requirenments of a
| essee);



connection to engineering infrastructure,;
construction schedul es;

sale, transfer, sublease;

col | ateral

nonper f ormance of obligations and penalties;

At the end of Part Il of the Manual, there is a sanple
| ease agreenent. This sanple formwas tested by
i ncorporating the coments and suggesti ons provi ded by
di fferent governnent agencies of Kazan.



| nt roducti on

The present edition of the Manual “Devel opnent Process on
Leased Land” has been prepared in accordance with the plan for

the “The Land Use Regulatory System (Zoning)” Project which
was inplenmented in a nunber of Russian cities by the United
States Agency for International Devel opnent.

The developnent of a new city planning system in the
cities is a multilateral and nultifaceted process which
touches not only upon city planning but al so upon economc and
soci al nechanisns of inplenentation. Even perfect Land Use

Regul ations based on a market econony wll not have the
desired result if they are not supported in other areas. Land
| ease, like other procedures connected with the transfer of

ownership rights to real estate and with the desire of society
to maintain economc attractiveness of the city and a good

envi ronment represent those “burning issues” of the day which
require attention and inprovenent.

This Manual provides a step-by-step description of the
devel opnent process and the acquisition of rights to | and.

The first part is dedicated to the whole cycle of
procedures connected with acquisition of different real estate
rights I ncl udi ng t he preparation, i mpl enment ati on and
conpletion of construction and comm ssioning of conpleted
sites. A conprehensive |egal overview for all such procedures
is given in this part, including those concerning devel oprnent
on | ease | and.

The second part is dedicated to the actual |egal issues
concerni ng devel opnent on |eased |land and preparation of the
| ease agreenent.

The purpose of the Manual is to provide admnistrations
of Russian cities wth techniques, recomendations and
information which will allow them to prepare and inplenent

their own “Land Use Regul ations” based on urban devel opnent
regulation principles that are adequate to the formation and
devel opment of the real estate market and that establish a
refined process for preparation and inplenentation of
devel opnment projects as well as the allocation of |ong-term
| and use rights.



The Manual s intended for specialists working on
devel opment of a land use regulatory systemin their cities
in order to provide them at the initial phase with the
fol |l ow ng:

analysis of the key issues of the current process and its
adequacy to the requirenents and conditions of the
devel opi ng real estate narket;

understanding the need and possibility of inproving the
current process based on regulatory zoning system to be
i ntroduced by | ocal self-government adm nistrations;

recommendati ons on how to analyze and inprove the process in
being in a particular city, how to develop regulatory
schenmes to be applied in typical situations and how to

define themin “The Land Use Regul ations” to be prepared;

reconmmendations on how to carry out negotiations and prepare
| ong-term | ease agreenents.

The devel opnent of the Manual was carried out in several
stages. During the first stage, the authors prepared the first
draft of the Manual which included the recommended procedures
for acquisition of land rights and the | ease agreenent. During
the second stage, the first draft of the Manual was given to
the cities for testing. The goal of the testing was to check
the main procedures and concepts of the suggested |ong-term
lease inreal life, in areal city.

Since the Munual is ained at inproving mar ket
procedures in cities where a |land nmarket for devel opnent is
just emerging, sone of its provisions were difficult to
understand. The test clearly pointed out parts of the Manua
which contradict local legislation or the existing |ogic of
allocation of Jland for developnent. The final step -
conpletion of the second draft of the Manual where the above
menti oned issues were addressed, was nade based on the
comments received fromthe cities.

In the first part of the Mnual the subjects of the
testing were:

- nodified nethod of inplenenting the whole cycle of
procedures related to allocation of |and for devel opment which
was addressed in the appropriate chapters of the Land Use
Regul ati on;

- the suggested form of a docunment new to Russia - the
Certificate of Permtted Land Use. This docunment may becone
one of the key elements which will support the inplenentation
of this nodified nethod for allocating | and for devel opnent.



The testing of the first subject was acconplished in
Kazan through two stages. During the first stage, the nodified
concept was prepared and presented to the Wrking Goup. Later
on, this concept was approved and was used as a foundation for

an appropriate chapter of the city’s Land Use Regulation.
During the second stage, three versions of the nodified text
of this draft docunent were presented. Representatives of
various admnistrative departnments and nenbers of the Wrking
G oup provided witten comments and suggestions. Al comments
and suggestions were consolidated in one chart, where the
authors gave their critique. Consequently, the text of the
Regul ati on was nodi fi ed.

The main coment during this stage was provided by the
Land Commttee, which assuned that the suggested procedures
were not in conpliance with the existing Land Code of the
Republic of Tatarstan. A detailed legal analysis of the
| egislation was carried out in order to prove that this was
not the case. It becanme clear that the Commttee referred to
an article which does not apply to Kazan (an article about
prelimnary approval of a construction site) where there is an
approved Ceneral Plan and city developnent concept, and,
therefore, a different article is applied (Article 69, which
states that prelimnary approval procedures are not applied if
a Ceneral Plan is in place).

The testing of the second subject was acconplished in
Kazan and Novgorod for the form of the Certificate of
Permtted Land Use. There were no coments in opposition to
this docunent. Sonme coments on technical issues were
presented which were taken into account in the final version
of this docunent.

As a whole, the representatives of the above-nentioned
cities noted that the suggested procedural plans and the form
of the Certificate nmake it possible to arrange |and all ocation
for deveel opnent nore rationally.

In the second part of the Mnual, a nodel |[ease
agreement was the subject of testing. This test was
acconplished in Kazan. The adm nistrative agencies in charge
of real estate transactions provided their coments on the

Lease Agreenent. The city’s Mnicipal Land Commttee and
Property Commttee gave detailed comments on the text of the
agreenment. Menbers of the Architecture Commttee reviewed the
suggested version and presented their own draft agreenent. In
addition, the Lease Agreenent was checked in detail for its
conpliance with Federal Law.



The results of the testing show that, in general
muni ci pal authorities agree with the suggested concept of the
Lease Agreenent. Al agencies noted that the suggested Lease
Agr eenent contains different nmet hods for a flexible
relationship between the city and the devel oper, which nakes
it possible, on the one hand, to inprove the efficiency of

nonitoring devel oper’s actions, and, on the other hand, to
provide him wth nore freedom and opportunities for
devel opnent .

The comments of the Land Conmttee mainly touched upon
technical adjustnent of the Lease Agreenent to Kazan
conditions. The main proposal of the Land Commttee was to
delete two sections fromthe Lease Agreenent which touch upon
construction and installation of infrastructure because, from
their point of view, they contradict Articles 19-21 of the
Land Code of the Tatarstan Republic. This Mnual contains
addi tional explanation of why these Articles are inportant.

The coments of the Property Commttee were nostly
concerned with bringing this agreenment into conpliance wth
the RF Gvil Code. In general, these comments were taken into
account. One of the nobst inportant issues was the rental rate
- the key issue of any |ease agreenent. The version suggested
by the Property Commttee was incorporated in this docunent as
the one which better neets the objective of attracting
i nvest nent .

The version of the Lease Agreenent suggested by the
Architectural Commttee differed nostly in the form of the
docunent. In this version, all conditions on construction and
di sposition of |eased property were sinplified and conbined in

maj or sections: “Duties and Responsibilities of t he
Adm ni stration”, “Duti es and Responsi bilities of t he
Devel oper”, “Failure to Conply with the Terns of the Agreenent
and Penal ties”.

Al coments were thoroughly analyzed and, as a rule,
were incorporated in the Lease Agreenent, except for cases
where they contradicted the concept of this docunent. Such
coments served as an indication to pay special attention to
t hese issues in the Manual .

The first part of the Mnual consists of two sections
the first section gives a critical analysis of the existing
procedures and points out ways to inprove them the second



section contains procedural recommendations for the city
adm ni stration and project working groups. In other words, the
first part provides general objectives to be translated into
concrete recomendations applicable to real situations in
cities in the second section. The Appendix to the first
sections contains procedural charts effective in different
cities now, other analytical and informative material, as well
as a suggested form of the new docunent - Certificate of
Permtted Land Use.

The second part of the Mnual consists of three
sections, which explain the distinguishing features of the
| ong-term | ease, and one section which conbines all |ong-term
| ease terns, and an appendix which contains a nodel Lease
Agr eenent .



PART | .
| MPROVI NG PROCEDURES FOR ALLOCATI ON OF LAND FOR CONSTRUCTI ON

| mprovenent of the whole cycle of procedures which
define the process of granting land ownership rights and
preparation, inplenmentation and conpletion of construction
i ncludes the foll ow ng steps:

preparation of a conparative chart which describes the various
options regulated by the existing legal acts (RF and
subject of the RF levels), or by those which have not yet
been legally described (Section 1.1.1. and Appendix 1.1 and
1.2);

a conbi ned assessnent of the existing procedures in Russian
cities from the point of view of conpliance with the
requi rements and conditions of the developing real estate
mar ket (section 1.1.2., Appendix 1.3)

a detailed analysis of existing procedures in cities (Section
1.2.1.) including a conparison of different cases (Section
1.2.1.1., Appendix 1.1), preparation and description of a
chart on basic procedures for land allocation (Section
1.2.1.1.), as well as an analysis of the fundanental
docunments whi ch acconpany the process under review, such as
ARCH TECTURAL AND PLANNI NG ASSI GNVENT (Section 1.2.1.2,
Appendi x 1.7);

devel opment of proposals to inprove existing procedures in
cities (Section 1.2.2.), including preparation of a chart
for step-by-step inprovenent of these procedures (Section
1.2.2.1., Appendix 1.6), description of the inproved

procedures in a local legal act the “Land Use Regul ation”
(Section 1.2.2.2.), preparation of the key docunents which
will replace the existing ones, such as ARCH TECTURAL AND
PLANNI NG ASSI GNMVENT (Section 1.2.2.3. Appendix 1.8).

1.1. Analysis and assessnent of the existing process for
allocation of long-termland use rights for devel opnent
projects in Russian cities

A way to success in any business is to understand the
need for it. In conjunction wth the current |and use
regul ation and |and devel opnent relationship in Russia, this
need is understood by realizing that the existing regul atory
system can not be effective for a long time in a narket
environment. The energence of different forns of ownership and
decentralization of managenent underway in Russia has lead to
a nunber of inevitable consequences. This section deals wth
the nature of these consequences, denonstrates the need for



and purpose of the reforns to be carried out, and shows a
general approach to inplenenting step-by-step reforns.

1.1.1. Typol ogical situations and current | egal
foundation in the process of |and allocation.

In order to orient the work on a particular situation in
the cities, a typological schene describing the whole range
for allocation of land for devel opnment is needed. The schene
should be based on a nunber of key factors (typol ogical
characteristics):

1. who allocates (sells) a |and parcel (parcels);

the state (the Russian Federation, a subject of the Russian
Federati on);

muni ci pality;
i ndividuals (natural persons or legal entities);

2. who acquires (buys) a |l and parcel (parcels):

the state (the Russian Federation, a subject of the Russian
Federati on);

muni ci pality;
i ndividuals (natural persons or legal entities);

what is being allocated or sold (description of parcels or
territories):

a |l and parcel or an undivided area;
a land parcel (parcels) wthin devel oped or undevel oped areag;

whether there is a historical landmark or other protected
hi storic property;

whet her a parcel is located in a historic preservation zone or
ot her type of protected zones;

ot her characteristics of parcel s or ar eas (forest,
agricultural land or other).

4. the purpose for which a land parcel or an area is



al | ocated (sold):

for allocation or transfer to the ownership of privatized
enterpri ses;

for allocation or transfer to the ownership of honmeowners in
condom ni urns;

o. for agricultural use;

.. for dachas and gardens;
for private residential devel opnent;
for other devel opnent;

for subdivision by devel opers with subsequent construction of
engi neering infrastructure and sal e of devel oped parcels to
i ndi vidual builders (or sale of conpleted housing and | and
upon conpl etion of construction by the devel oper);

for other purposes.

5. what public authorities participate in the approval
pr ocess:

t he Russi an Federati on;

subj ects of the Russian Federati on;
agenci es of |ocal self-admnistration;
dual subordi nation

A conbination of the above nentioned characteristics
provi des a nunber of basic typol ogical situations that can be
studied in nore detail. The principle for formation of the
key typological situations is given in a table in Appendix
1.1. The proposed nodel is designed to:

describe a general regulatory context wthin which the
proposals for particular cities on nodification of the
current regul atory schemes can be anal yzed and prepar ed;

provide a full set of regulatory docunments (of the Russian
Federation, subjects of the Russian Federation, | ocal
adm ni strations) descri bi ng t he current pr ocedur es
appl i cable to various situations;

identify “regulatory gaps” and inconsistencies, clauses to be
amended or refined, etc., in the current regulatory system

The basis for the current city planning regulation -



initial land allocation to individuals (natural persons or

i npl enentation and conpl eti on of construction - is established
in the laws and legal acts at different levels of the RF,

are laws of the RF, Presidential decrees, Resolutions of the
RF governnment, and other legal acts drafted by different

docunents is provided in Appendi x 1.2.

An analysis of these docunents and the appropriate

Federation (The Republic of Tatarstan, Novgorod, Tver
Leni ngrad oblasts, cities of Mscow and St.-Petersburg) and

Kazan, Samara) mnakes it possible to describe in the next
section the current Russian land wuse and devel opnent

1.1.2. Ceneral overview of the current Russian regul atory
system of |and use and | and devel opnent and an anal ysi s of

devel opi ng real estate market
The current system of the initial allocation of |an

parcels for developnent to individuals (legal and natural
entities) by public authorities can be summarized (step-by-

application for land allocation for pr oj ect desi gn;
preparation and approval of the prelimnary choice of a

an Architectural and Planning Assignnent for design; |ease
of a land parcel for the design period;

allocation of a land parcel for devel opnent; decision on
al location of a land parcel for devel opnent;

construction; building permt;
constructi on;

acquiring docunents to certify long-termland use.

The process described above may vary in different

nature of the existing system two types of rights - rights to



develop (that is, rights to nodify the real property directly
or indirectly by designing and building), and rights to hold
| and parcels are so closely interconnected that the |ong-term
land use rights can not energe in full wuntil an investor
undertakes direct or indirect action and nmakes investnents in
real property that does not belong to him yet. The current
systemin Russia is opposite to the one adopted in countries
wi th devel oped narket economes: there, as a rule, first |ong-
termland use rights are acquired, and only afterwards owners
begin to develop the parcels belonging to them In Russia one
has to prepare designs, build real property, register it, and
only after that does he have the right to apply for long-term

land use. The figure in Appendix 1.3. illustrates the “topsy-
turvy” nature of the Russian system

Under standi ng the reasons that have lead to this legally
anbi guous situation and its consequences is a clue to
understanding the gist of the current system in place in
Russi a.

The reasons that have lead to this situation may be
descri bed as foll ows:

in the preparation of the |egal and regul atory docunents that
have established the basic contours of the current system
possi bl e consequences of changes underway in the country,
and especially the changes in forns of ownership and their
i npact on the Russian urban devel opnment regul atory system
were not recogni zed (and, these consequences have still not
been adequately recogni zed);

the former non-market socialist systemof l|land allocation for
devel opment was nechanically applied to the fundanentally
new market conditions (either the possibilities of this old

system and its “flexibility” were overrated, or other
mechani sns and ot her urban devel opnent regulatory systens
wer e unknown, or both);

the transition from a non-narket urban devel opnent regul atory

systemto a new market one can not be achieved in “one pass”
by virtue of one regulatory docunent. Such a transition is
only possi ble based on a package of regulatory docunents to
be prepared locally; this should be understood to be, at a
mninum a) the need for such docunents; b) what they
should contain fromthe factual and |egal point of view «c)
the need for admnistrative and procedural changes. In
addition, there should be the political wll to nmake these
changes, experts who know how to make them and the tine
and noney to pay for preparation of these docunents.



Anal yzing the reasons |isted above, one may conclude
that the present situation is quite understandable. It is hard
to expect that from the very start there could be profound
political and professional insight. But there is nore than
that: a danger that a mstake nade once nmay be repeated
several tines. The first regulatory docunents were foll owed by

others that continued to “reinforce” the old system despite
the fact that it was poorly suited to new market conditions.
It has ended in a vicious circle; a way out of which should be
found as soon as possible. This issue will be addressed in
other sections of this Minual and in other Mnuals to be
prepared under this project.

Let us have a closer look at the systemin Russia, its
origin and suitability to the requirenents and conditions of
t he devel opi ng real estate narket.

At the extrenes, there are two different approaches to
ur ban devel opnent regul ati on - non-nmarket and narket.

The first, the non-market one, Is based on the
fundanental s of the socialist economc system 1) real estate,
including land, belongs to one owner - the state, and hence

can not circulate, in other words, it can not change hands; 2)
the characteristics of real estate directly depend on the
concrete plans of a devel oper-investor (in this case it is the
state or an agency representing it), and are designated by
targeted use of each parcel; 3) these characteristics have the
status of technical specifications (but not regulatory
restrictions) developed in the design process (but not before
it starts) only for the parcels designated for devel opnent
(but not for the entire territory beforehand). Under such
conditions the question about acquiring rights to a Iland
parcel by a developer does not even arise until he starts
designing, since the developer (always represented by the
state) does not need any such rights: he already enjoys them
(the land parcel does not change hands), and the question when
general devel opnent requirenents are developed - before,
during or after the design is conpleted - does not matter for
such a devel oper.

The second approach used in countries wth devel oped
mar ket econony is based on three interrelated fundanentals,
each subsequent one being based on the previous one: 1) there
should be conditions for free circulaion of real estate, in
ot her words, for continuous transfer of property rights from
one party to another; 2) the characteristics of real estate
which define the possibilities of its use now and in the
future, as well as developnent requirenents, should be



establ i shed in advance and should be rel atively independent of
the concrete plans of tenporary holders of real estate (those
to whom it belongs today or will belong in the near future);
3) the established characteristics should have the status of
| egal regulations (not just technical specifications), should
cover all land parcels within established territories (zones)
and be applied as devel opnment rules and restrictions. The two
latter fundanmentals mnmake it possible to inplenment the first
one (real estate sales) by diving the rights of ownership and
devel opnent: as a rule, first the long-termuse rights to | and
parcel s and other real property units forned as | egal subjects
are acquired, and afterwards owners prepare and inplenent
devel oprment projects. Thus, rights to |and parcels (including,
long-term | ease) are guaranteed, which allows one to use |and
parcels as a collateral to get a loan to finance the
developnent. This nakes it possible to accelerate the
devel oprment process for individual real property and for the
entire city.

At present in Russia, there is a mxture of two
contradi ctory market and non-market approaches in place. The
contradiction lies in the fact that, on the one hand, the
intention to provide for the transfer of real estate from one
party to another (first of all, the transfer of |and parcels
from nunicipalities to private owners) is declared, while on
t he ot her hand, the nmethods used are derived fromthe ol d non-
mar ket practice (for instance, the tw last fundamentals of
t he soci ali st approach).

The key flaws of the current system cone down to the
fol |l ow ng:

investors do not have |egal information on potential
investnments in real estate;

devel opers do not have guaranteed |long-term | and use rights;

real estate owners can not respond pronptly to the changi ng
mar ket situation

A nore detail ed description of the above nentioned flaws
is given bel ow



| nvestors do have | egal on potentia
investnents in est at e.

there was no need to establish a precise fixed form of |and
ownership. At every stage of any city planning actions, the

nature and paraneters of the | and use could be nodified at the
di scretion of governnment officials without any tine limts or

This situation of permanent |legal uncertainty stil
exists. If the issue is addressed nore carefully, it is

of the city planning process, in other words, the lists of
permtted types of uses and permtted construction alterations

exanple, it is not done in the Master Plan). The docunents of
a subsequent stage (site plan), anends the previous one and

powerful as far as the area being designed is concerned. But
the amendnents at this stage assume nore changes in the

| and parcel devel opnent plan), which again, from the |egal
point of view, elimnates the docunent of the previous stage

_ “targeted use for a
particular |and parcel. This situation contradicts the market

~ “freedom of choice in a conpetitive environnent
for nore efficient use of |and.

docunents do not provide any information on what is permtted
and what is prohibited on particular land (wthout prelimnary

a particular parcel). Hence, there is no foundation for a
fruitful exchange between the city admnistration and a

Devel opers  not have
| ong-term rights to | and
everywhere there is a contradictory situation where

construction alterations to real estate are nade by entities

mar ket environnment, the land is purchased first, and then



full-scal e design work and additional construction are carried
out. In this country, the devel oper has to design, build and
register the site, and then file an application for |ong-term

possessory rights. In other words the situation is “just quite
the opposite”. Wiy is this the case?

The fact is that in order to acquire land before
commencenent of full-scale design and actual construction

the land parcel should be surveyed by “sonebody”. This

“sonebody” is the city which was supposed to establish
(regarding large areas) certain restrictions in the formof a
list of permtted uses, maximum construction dinmensions and
paraneters on this land even before the design. But such
characteristics are not set. This legal gap is filled by the
procedure for prelimnary site |location approval which
establ i shes these paraneters. But every time this is done on a
case- by- case basis.

Wien the decision on investnment feasibility is nade by
an investor, it appears that these characteristics are not set
and in addition, there is no foundation for acquisition of
| ong-term possessory rights to the land. This is the result of
the fact that the current city planning docunentation system
does not require the developnent of these paraneters for
parcel |ocated w thin nmassive urban areas.

The result is a high degree of uncertainty and
significant risk being taken by investors while carrying out
i nvestnent projects, as well as additional expenses and tine
spent on initial stages, and the lack of a real basis to form
a nortgage system

Real estate owners can not respond pronptly
to the changi ng narket environnment

The current system of planning resenbles noving fromthe
big end of a funnel to the small end: the initial (at the
initial planning stages) there is rather wde range of
permtted wuses of property; step-by-step (through the
internedi ate planning stages) becones narrower and narrower

(by adding nore details) wuntil it is narrowed down to “a

targeted use”, established and fixed by an approved plan for
the particular site. The targeted use does not provide any

freedom of choice. It specifically states: “the permtted use

is what is permtted”. The targeted use is very strongly “tied”
to the site during the transfer of the site fromone ower to



another. The existing procedures are nore likely to protect
t he unchangeabl e targeted use than to support any changes to
it. The latter is always acconpanied by considerable
procedural hurdles.

Under this approach, the owners are unable to quickly
sol ve issues of functional adaptation of their property to the
mar ket environnent and to quickly switch to nore efficient
types of uses.

The analysis carried out has lead to the concl usion that
the urban devel opnent regulatory system in place in Russia
does not provide for effective land use in cities and needs
changi ng.

1. 2. Recommendations for city adm nistrations on inproving
the process of allocation of long-term|and use rights,
preparation and inplenentati on of devel opnent projects

Materials in this section are based on materials of the
previous one, where they are extended up to practical
recommendations. The section includes the analysis of the
procedures existing in a particular city and suggestions on
their inprovenent. Materials from Novgorod, Kazan, Mscow, St
Petersburg and other cities were used while witing this
section.

Anal ysi s of existing procedures

The analysis is based on a three-step schene. At the
beginning a classification of the whole range of I|and
all ocation procedures is presented. Further, so to say a

“basic procedure” is determned out of this variety and
described. This procedure nmakes it possible to describe in
detail all essential features of the existing situation. Then
one of the min docunents of the existing procedures -
Architectural Planning Assignnment - is anal yzed. This docunent
will make it possible to sharply focus attention on specific
features of the process and to enphasize its differences from
the procedures practiced in a market environnent.

1.2.1.1. Simlarity of the existing procedures.
St ep-by-step description of existing | and all ocation



procedures through negotiations with an applicant.

This part of the analysis was conducted based on the
exanple of the city of Kazan. The basic legal acts which were
valid in the city in the tinme of the Project beginning is set
forth in Appendix 1.4.

The situation in the city related to allocation of
rights to land parcels and to construction can be divided into
t hree basi c groups:

“Legal i zi ng” previous rights;

Construction alterations to real estate by persons who
had previously acquired | ong-term possessory rights to
it;

The initial allocation of Jland parcels by city
authorities to natural persons and legal entities for
construction and reconstructi on;

The first group of <cases is related to the |egal
registration or re-registration of rights to land parcels.
There are actual possessors of these rights, but the docunents
had not been registered in the proper manner for whatever
reasons. This group of cases includes those cases related to
t he change from one type of right to another: for exanple the
change of a right to an inheritable life estate in a |and
parcel to an ownership right.

The second group of cases is related to adding floors to
or rebuilding existing facilities which are already possessed
by soneone.

The third group of cases is of the greatest interest to
us. A typol ogy of these cases foll ows.

The initial allocation of land parcels by city
authorities to natural persons and legal entities for
construction and reconstruction:

The city authorities take the initiative by preparing
sketch plans and ot her docunments and by organi zi ng:

Tenders (auctions, bids) regarding:
a single land parcel,
| arge parcels (undivided areas, bl ocks),

Direct negotiations with bidders for possession of
real estate or investors related to:



a single land parcel,

Natural persons and legal entities take the initiative
by submtting an application to t he city

A single |l and parcel for:

3= gar ages;
trade pavilions or Kiosks;

Large parcel s (undivided areas or bl ocks)for
residential construction;

parking | ots;
ot her purposes.

interest: the allocation of land parcels by the city
admnistration for construction based on the application of

In summary, the sequence of the entire cycle of the
process being reviewed (frombeginning to end) is:

and constructi on.
Resolution of the head of the city admnistration

aut hori zing design. The resolution shall contain as an
attachnent ( or the follow ng docunents are prepared

short-termland | ease for the design period,
a design permt.

tural agencies and other agencies should prepare
a design certificate which includes:

pr oj ect
desi gn

engi neering and technical infrastructure network



The devel opnent and approval of the construction
docunent s.

Resolution of the head of the city admnistration
allocating a l|and parcel for construction. The
resolution should contain as an attachnent (or the
following docunents are prepared based on the
resol ution):

a short-termland | ease for the construction period
The construction permt (for construction and assenbly).
Constructi on.
Comm ssi oni ng of the conpleted facility.
Regi stration of the new real estate.
Application to record title to the | and.

Resolution of the head of the city admnistration
allocating the right of long-term possession of the
land parcel (in the form of a long-term |ease or
owner shi p).

Conclusion of an agreenent for |ong-term possession of

the land or governnent’s issuance of a title to the
| and parcel .

A characteristic feature is the fact that a m ninmum of
three resolutions of the head of the city admnistration (see
the bold text) are required to obtain |ong-term possessory
rights for each | and parcel



1.2.1. 2. ARCH TECTURAL AND PLANNI NG ASSI GNMENT -
in the context of existing procedures

The substance of the existing procedures can be shown by
an analysis of one of the key docunents - the APZ
(Architectural and Pl anni ng Assignnent).

This section touches wupon the docunents which are
effective in Mdoscow (Gty Planning Conclusion), St.-Petersburg
(Gty Planning Certificate of a Land Parcel), Kazan
(Construction Certificate). Al these docunents include APZ
(sonetinmes in a nodified form as an integral part and as a
basis for the existing procedures. The process in Mscow is
nore detailed than in any other city. Here there is a chain of
attenpts ainmed at adapting the previous city planning system
to new conditions. Therefore, the analysis of what is going on
in the capital is very inportant from two points of view
First of all, because the procedures effective in Mscow may
describe the situation as a whole in the RF. Secondly, by such
an analysis it is worth answering the question whether an
adjustnment of the previous non-nmarket (socialist) city
planning system to the existing market environnment s

possi bl e, and whether the capital’s experience can be applied
to other Russian cities.

The package of docunents used in Mscow on the pre-
design stage is presented in Appendix 1.5. The analysis of
these docunments nakes it possible to single out four main
propositions.

Proposition one. The list of docunents formalizes only
the first pre-design or pre-construction stage of the
i nvestnent and construction process. There are several other
stages which follow developnent and approval of the
architectural and construction docunments; acquisition of a
construction permt and its inplenentation: comm ssioning of
the conpleted facility; final registration of long-term
possessory rights to | and.

According to the results of the work the applicant has
already paid for at this pre-design stage, the follow ng
docunents are granted to him

desi gn perm t (devel opnent of archi tectural and
construction docunentation);

short-term Jland |lease for design  period, i.e.
devel oprent of archi tectural and construction

docunent ati on;



The | egal aspect of the permtting docunentation
preparation process (based on the appropriate docunents) is
alnost, or even nore than, a year. But the time for
devel opment of the architectural concept (which is not
[imted) is not included.

An investor has to spend a lot of tine and resources in
exchange for the right to spend nore resources and tine in
order to prolong the right to spend nore expenses for an
unguaranteed promse to obtain at the end of this permanently
extended process an ownership right for a facility built by
himand | ong-term | and | ease.

Proposition two. The pre-design stage of the investnent
and construction process is organized so that there is not
only one design assignnment (APZ transferred into city planning
concl usi on) but four:

architectural concept of |and devel opnent;

assignnent for preparation of the initial permtting
docunent ati on;

city planning conclusion (the actual APZ)

assignnent by the custoner to his contractor-designer to
prepare architectural and construction docunents which
shall be approved by the admnistration authorities
whi ch have already issued and approved the docunents
of the previous stage.

The fact of such a big variety of different assignnents
proves the foll ow ng:

The <city Jlacks legislation (maximum and m ninum
paraneters, restrictions) on the use and devel opnent
of land parcels. One can say that such standards are
listed in the city planning docunents, if it was not
for the fact of subsequent nultiple actions to
establ i sh such standards which neans that they are not
set forth in the city planning docunments, but just
mentioned there and do not have any |egal inpact on
the city admnistration and investors. These standards
are usually established individually for those |and
parcels in which investors are interested (at the
beginning of the pre-design stage while devel oping
initial permtting docunents, and then at the design
st age, whil e preparing and devel oping architectura
and construction docunents).



The pre-design process appears to be very conplicated

adm ni stration departnments (nmovenent from one
assignment to another) which are paid for by the

First, investors pay for the services of
one of the agencies in the Architectural and Pl anning

concept of the devel opnent, then fees to the agencies
which are involved in the preparation of initial

conclusions ( nost of which were prepared by the
architectural concept);

whi ch has not just formal but financial consequences.
The custoner does not have a right to start design

permt he nust file an application which contains a
desi gn conpl eted before the official permt for design

In other words, this neans that the current systemis
based on the principle if it is not permtted, but

you really want to, you can. Such a concept can be
devel oped only by the state design agencies of the APD

the state authorities to nonopolize the right for
i nvestnment and construction initiatives, to exercise

out - of - budget funds for paynent of such services. In
international city planning practice, the substance of

establishment of legal restrictions for |and use and
construction inprovenents to real estate, which can be

the satisfaction of public needs nust be funded from

the city budget, i.e. at the expense of the taxpayers.

“made  in Russia paradox:
governnent agencies which are to fulfill certain
sane work. The first time - from the budget for

fulfillment of public functions (which actually were

entities who, as taxpayers, have already paid twce
for this work, but who, according to the existing

which has been paid for twice, but has not been
conpl et ed.



Proposition three. Wat exactly does the pre-design
stage of the investnment and construction process establish?

In Moscow (as in many Russian cities), the pre-design
stage established spatial, technical and other characteristics
and paraneters for design of a particular facility on |and
provided on a tenporary basis. Mreover, atinme |limt, usually
up to two years, is established during which these
characteristics and paraneters are valid.

Such characteristics and paraneters are set by direct
orders-assignments for construction and contain the foll ow ng:

functional purpose of the facility (according to the
of ficial docunents of the Mscow governnent and the
prefectures of the admnistrative regions);

estimated lot size (an approximate figure of the |ot
area proves that the lot has not been legally forned
yet within its boundaries. This can take place after
the project is approved), area of devel opnent, total
area of the facility, nunber of floors, green space
ar ea;

requi rements and recommendations for design permts:

according to the location within the city:

city devel opnent factors

orientation

view corridors

visual |inks

conpliance with historical devel opnent |ines
according to architectural design:

conposi tion

si | houette

dinensions in conparison wth surrounding
bui | di ngs

recommended building material of walls
according to efficient |and use
according to use of ground floors
according to public services and anenities provided
according to night-time |ightening
according to arrangenent of construction
speci al conditions:

according to “red lines” (one nore proof that



denolition of buildings and their preservation
in historical areas

preparation of architectural and construction docunents
regarding a particular site.

stage of the existing procedures does not establish the rights
for permtted use and construction on land (not restricted by

paraneters for design of a particular site on a |and parcel

provided on a tenporary basis for one or two years.
the whol e process of preparation of the initia
permtting docunments (together wth a long list of the

conclusions) is an admnistrative and technical action which
loses its legal effect upon conpletion of the investnent

Actually, if after sone tinme the owner of a |and parce
or a building (the previous one or its successor) desires to

same procedures for preparation of permtting and construction
docunentation shall be applied but in this case regarding a

the fact that its inplenentation is planned to take place on
the sane land parcel. If the owner of the building (who

permtting and other docunents)wants to sell the building,
then the new owner nust use it according to purposes listed in

change the targeted use of the building, then he again shal
go though preparation of initial permtting docunents and he

fact is that an individual system of legalizing |land parcels

si eve” The choice of characteristics and paraneters relates to

a particular |and parcel
a particular investnment and construction project

The last item can take place based on appropriate
docunents of the Mscow governnment or prefectures of
According to these procedures,

neither the owner, investor or the admnistration itself

(except for the one existing at that tinme). In order to find
out it is required necessary to go through another cycle of



preparation of initial permtting docunents. The systens
starts to reproduce and support itself. Evidently, this is
done not for the benefit of those who use this system but for
those who serve and support it the way it is (not free of
charge, of course).

Anot her specific feature of the existing procedures is
that the list of characteristics and paraneters assigned to an
investor is extrenely |arge and covers everything that can be
regul ated regarding construction. This neans that there
appears to be a city nonopoly on investnent and construction

initiative. The investor’s freedom of choice is mnimzed. And
if there is no enough freedom an investor will hardly try to
i npl ement his construction plans in a city which deprives him
of free choice.

Proposition four. It is still unclear on what basis and
how these <characteristics and l|land wuse paraneters are
established? It is obvious that sone docunentary foundation is
needed to establish them |In this situation, there are two
met hods. One differs fromthe other by its |legal status and
t he substance of these foundations as well as by how they are
used.

The first method (which has not been properly
dissemnated): Ilegal zoning docunents can be used as such
basi s.

The second nethod (which is still effective alnbost in
nost Russian cities): approved city-planning docunments (the
Master Plan, Concepts for Cty D strict Devel opnent, Detailed
Design Plans) are used as the basis.

The previous analysis (refer to section 1.1.2.) shows
that the city planning docunents are drafted so that they are
not conplete from a legal point of view This fact is very
inmportant for understanding the essence of the existing
pr ocedur es. Logically, the pre-design stage 1is rather
necessary, especially its devel opnent within the framework of
a nunber of assignnments-conclusions including the APZ

Actually, it is not possible to switch from the city
pl anni ng docunents (in their present condition) to design of a
particular facility on particular [and. Another assignnent (a
bridge). What is this the basis of this “bridge” and how is it
made? There are two main types of foundation for preparation
of a city planning conclusion or APZ:



creativity of admnistrative agenci es.

Neither of them has fixed, formally defined boundaries.

interpretation of admni stration officials who act on their
own. And, in principle, there can not be any other way w thin

A good exanple of the evident |ack of these boundaries
is the city planning conclusion, so called requirenents and

recommendations for design work, or nore precisely, the
impossibility of di stinguishing (at first gl ance) -

organizing a project, can be required in the form of
recommendations, or recomended in the form of requirenents,

such as, for exanple, to take into account *

factors, orientation, perception zones, vi sual l'i nks,

conposi tion, si | houett e, dinensions in conparison wth
", An I nvest or, recei vi ng such

requi rement s-recommendat i ons”

the other, i.e. what nust be acconplished and what is not

mandat ory. But on second thought, it turns out that there is

are no recommendations, all of themare requirenents. The very
fact that the <city planning conclusion contains these

otherwise, the project wll not be approved at subsequent
stages, and the process wll stop. In other words, what

“recommendations in the admnistrative agencies,
is mandatory for the investor and his contractors.

“nmore and
” and continues even beyond the pre-design stage.

amended and added to new ¢ ” at

construction docunents. An investor is permanently *
short | eash”
changes its own * "> has a right from

“portions of
requirenents.
organized so that conditions and requirenents for its
i npl enentation are set forth not only in the beginning, but

stages. An investor, being aware of the drawbacks of the



existing procedures, either “starts to play”, hoping that
finally he will understand the rules of this game and wll not

| ose, or does not “play” at all. The existing procedures
sonehow act as a “a sieve” in investnent selection. It only

permts access to the city to major and “connected” investors
with excess noney (that mnakes it possible to overcone
procedural |abyrinths easily and w thout delays, which are not
barriers to big noney). Qher nmedium and small investors have
to face barriers that are hard to overcone.

The fact that the existing procedure is based on the

principle of “di scretionary  decisions”, deprives t he
participants of the investnent and construction process of the
opportunity to rely on legal criteria to resolve disputes on
the legal and illegal requirenments and conditions. It turns
out that these requirenents and conditions are true in advance
because the admnistration has a right to establish them i.e.
the admnistration is always right. In such a situation, there
is no formal basis for appeals, including courts, which,
basically, are deprived from protecting rights in this
pr ocess.

Let us summarize the main conclusions from the APZ
anal ysis (or city planning conclusion as version of it):

a multy-stage process for allocating long-term |ease
rights for construction;

a multiplicity of tasks and stages of the sane type and
their preparation of them at the pre-design stage
along with multiple duplication of actions in their
pr eparati on;

repetition of admnistrative actions in preparation of
initial permtting docunentation regarding every
specific land parcel, every investnent project, every
attenpt to change targeted use of |and;

multiple clarifications of conditions and requirenents
for inplementation of investnent and construction
projects during the whole process from beginning to

end with a domnating principle of “individua
deci si on- maki ng”.

Al these provisions, essentially, reflect the sane
universal characteristic: every phase of the process is
legally inconplete and unclear. Cear legal conditions are
very inportant to an investor. He can reach this |evel of
certainty only one way - by going through the whole process.



But even then, the conpletion of the process can still be
vague (from the point of view of the rights obtained to the

of land or make construction alterations, the investor nust
start all over again, beginning with preparation of the

From t he above anal ysis, we can draw two mai n concl usi ons:

An urban regulatory system based on multiple duplication of

and i nconpl eteness regarding i ssues on the use of |and and
real property, wll always be ineffective and tine-

1 Experience has shown that all attenpts to adapt a “non-

mar ket ” soci ali st system of urban regulation to the narket
envi ronment have been in vain. Mreover, such attenpts nake
the situation even worse and keep the system from getting

out of the “l egal dead-end” where it has found itself due to
inertia.

1.2.2. Suggestions to inprove the existing procedures.
1.2.2.1. Concept for successive inprovenent of
exi sting procedures

The following proposals were developed based on the
experience of the zoning docunents prepared (local |egal acts

“Land Use Regul ations”) in a nunber of Russian cities.
In order to nake a proper transition to a new system of

land allocation for construction (and further to a new urban
pl anni ng systenm), we need preci se answers to two questions:

what are the purposes of the transition and what is the
concept for their inplenentation;

what are the specific features of the initial transitional
st age.

The main purpose of the future transition is to provide
for a step-by-step novenent from the existing “discretionary

deci sion” nethod to one based on |egal zoning and subdivision
of land into |land parcels as legal units of real property.

This main purpose can be divided into several



characteristic provisions:

grant |land ownership rights for construction prior to
the beginning of the investnent and construction
practi ce.

The process shall be proceed in two parallel, connected

direction 1. - preparation of zoning docunents (the
zoning map and paraneters of permtted real

use restrictions regarding permtted types of use
and paraneters for construction alterations;

establishing fixed boundaries for |and parcels as
legal real estate units.

renoving the legal wuncertainty and substantive
vagueness from the previous city planning

deci si on-nmaki ng process and provides for changing
the procedures for docunent approval which are

di rection;
direction 2 - changing the existing city planning
according to direction
Step-by-step conpletion of the package of | egal

shift of the time for granting (obtaining) long-term
| ease rights from the end of the process to the

The | ast provision provides for the substance of a step-

this concept becones clear after the following question is

answered: Wiy cant this nodified system be inplenented by a
one-step action, for exanple, by a law or another |egal act,

| npl erentation of a zoning system takes tine. This is
connected with technical, organizational and adm nistrative

First, preparation of the zoning docunents is connected
with resolution of unfamliar problens. These problens

devel oprent par anet ers regar di ng di fferent t ypes of
territorial zones. Such tasks can be considered new because



the previous practice was oriented toward establishing
paraneters for large city areas such as districts and bl ocks,
and not for land parcels. Therefore, the solution to this
problem is linked to an analysis and nodification of the
existing standards in order to adjust them to the zoning
requirenents.

Second, a city planning system based on |egal zoning
requires a nodification of docunents, their substance and
style, as well as nodification of admnistrative procedures
connected with this process. This also requires tinme and
practi cal experience wth further explanation of this
experience in precisely drafted | egal acts.

Al this requires the cities, which have decided to
inmprove their city planning system to develop a conceptual
chart for step-by-step inplenmentation of |egal zoning taking
into account the specific features of the cities. The
following main provisions could be the sane for these charts:

defining two main stages of this process: stage one-
preparation and approval of a local legal act - “Land
Use Zoning Regul ati ons”; stage two - expanding the
existing Regulation by introducing changes and
anendnment s concerni ng the established procedures;

stage one - preparation of Land Use Zoning

Regul ations in order to resolve a “dual” problem
to make this docunment work from the date of its
adoption and to provide for its inplenentation
and developnent within the framework of the
initial structure. Regarding the definition of
real estate use rights, the Regul ation provides a
detailed list of permtted wuses of real estate
|ocated within different territorial zones, but
it does not yet |list paraneters of permtted
construction (except, perhaps, for rather sinple
residential zones where establishnment of such
paraneters can be easy even at the initial stage
of the preparation of the draft Regulations.
Establ i shnent of paranmeters for other zones is
postponed till the second stage, connected wth
amendnent to specific sections of the Regul ation;

B, stage two - preparation of anmendnents to the
existing Regulation (primarily regarding nmaximm
and m nimum standards for permtted construction
on land located wthin the zones for which such
paraneters have not been devel oped), preparation
of subdivision plans where the city is divided
into land parcels which are legal real estate
units.



presented in the formof a chart is given in the Appendi x.

1.2.2.2. Distinguishing features of the initial

as ARCHI TECTURAL AND PLANNI NG ASSI GNVENT wi t hi n
new city planning regul ation

land rights for construction changes during the first stage,
after the initial inplenmentation of the Land Use Regul ati ons.

zones - wth a conplete and inconplete set of zoning
paraneters and b) two main types of procedures regarding

Procedur es W t hin Zones
a Set of Par anet er s

o raneters neans that regarding
a specific zone, the followi ng characteristics and paraneters

Types of Permtted Land Use, which include:

prohibited by the city admnistration if al
construction and safety standards and other

permtted real estate uses which are auxiliary to
the main types of wuses; if there is no min

auxiliary one can not be considered as the nain
type of use and is prohibited, unless otherw se

cases and |l ocation of real estate;
real estate uses which require special approval by

pr ocedur es;
Real estate uses which are not on the Regulation |ist

and can not be permtted even according to special approva



procedures. The list of the Regulation can be anended and
changed in conpliance with the existing procedures.

Usual | y, sever al permtted real estate uses are
established for every territorial zone.

Legal entities and natural persons who have long-term
possessory rights to real estate enjoy the right to choose and
change uses (permtted as main and auxiliary within specific
territorial zones). |If alterations to real estate do not
i nvol ve maj or inprovenents, it is necessary to informthe city
admni stration about the change from one type of use to
another. If such alterations do involve nmajor inprovenents, a
construction permt is required and it is necessary to inform
appropriate city agencies about the change from one type of
use to anot her.

A List of Mximum and M ninum Paraneters of Permtted
Real Estate Uses which may incl ude:

m nimum sizes of Jland parcels including Iineal
sizes of maxi mum wi dth of |and parcels along the
front side of the street (vehicular passageways)
and maxi num depth of |and parcels;

m ni num set backs from parcel boundari es;
maxi mum hei ght of buil di ngs;

maxi mum devel oprent ratio (ratio of total
devel oped land parcel space to total vacant
space) ;

maxi mum coverage ratio (ratio of total area of all
structures (which already exist or can be
constructed) on a land parcel to total |and
parcel area

A conbi nation of the aforenentioned paraneters and their
maxi rum and mni num values are established individually for
each territorial zone.

The presence of the aforenentioned characteristics and
paraneters along with fixed boundaries of |and parcels neans
t hat :

such land parcels were legalized and l|ong-term |ease
rights for such land parcels can be granted w thout
any additional actions (except for those, connected
with est abl i shnent of addi ti onal | and use
restrictions, for exanple, an agreement on public
servi tudes);



such docunents as the APZ are not needed any nore;
zoning paraneters shall be used as the basis for
devel opnent and further approval of architectural and
construction docunents.

Wthin territorial zones for which there is a conplete
set of zoning paraneters, long-term |ease rights for
construction (in the form of private ownership or long-term
| ease for 49 years) can be granted prior to the devel opnent of
the architectural and construction docunents. Docunents such
as the APZ shall be aboli shed.

Procedures Applied within Zones with an
| nconpl ete Set of Zoning Paraneters

An inconplete set of zoning paraneters neans that
permtted real estate uses, regarding a specific zone and al
parcels located within this zone, were established for this
zone except for maxi rum and mninmum paraneters for
construction alterations.

Duri ng t he transitional peri od (prior to t he
establishment of a conplete set of zoning paraneters) there
are three different versions of a city planning regulatory
system which may be inplenented by the city admnistration
wi thin these zones:

Version 1. A noratoriumon granting new | and parcels for
construction. This action is possible if there is a set period
of time during which it is valid. First of all, this tine
period should not be long; secondly, it should be linked with

the city admnistration’s responsibility to develop and
approve mssing zoning paraneters prior to the last date of
the noratorium. After the noratoriumis established, the city
pl anni ng system (regarding granting long-term|ease rights for
construction, devel opnent and approval of architectural and
construction docunents) shall operate as described above.

Version 2. The mssing construction paranmeters shall be
devel oped according to the existing procedures, i.e.,
according to three steps:

devel opment of an architectural concept (or a
pre-design proposal or a feasibility study)
by the custoner;

preparation of an APZ (an interdepartnental
techni cal docunent) by the appropriate city



pl anni ng agency;
approval the architectural and construction

agenci es”.

construction paraneters. |Issues of the targeted use, in other
words, the conpatibility of permtted uses of real estate

Regul ation. According to this version, long-termlease rights

and construction docunents. APZ is still wused, but its
substance is limted by construction paraneters of permtted

Version 3. The mssing construction paraneters are
established by a legal act - Certificate of Permtted Use of a
If the city admnistration chooses this version,

it should be ready to grant Ilong-term lease rights to

construction process, before approval of the architectural and
construction docunents, even tenporarily if the Land Use

order to inplenent this task. This act shall:

be granted on behalf of the |oca
and be approved by the Head of the Gty Adm nistration
(it should not be an interdepartnental technical

contain a description of the restrictions on the rights
of the permtted uses and construction alterations (it

characteristics for a particular site according to a
particular entity, |like the APZ);

i ndependent of individual plans of particular real
estate possessors, those who possess it now and those

result of secondary market transactions including buy-
sell transactions, (and its effect shall not be

presently a case with docunents |ike the APZ).

If such a legal document (Certificate of Permtted Land

be granted prior to the beginning the devel opnment of the
architectural and construction docunents, and the APZ shoul d



This version (as well as the other two, described
above) are applied to territorial zones for which there are no
maxi mum and m ni mum constructi on paraneters established by the
Land Use Regulation. As soon as these paraneters are
incorporated into the Regulation and becone a part of the
package, the Certificate of Permtted Land Use of a Land
Parcel shall not be required any nore. It can still be used as

a formof “extract” fromthe existing Land Use Regulation. In
this case, it should be approved by the Chief Architect of the
city and not by the Head of the Gty Admnistration. The
signature of the Chief Architect shall certify that the
Certificate conplies with t he Regul ati on. Ther ef or e,
Certificates of Permtted Use of Land Parcels shall be
considered as a |egal docunment during the transitional period
whi ch guarantees the rights of investors during preparation of
local laws - Land Use Regulation. The Certificates can be
prepared and used only when the aforenentioned Regulation is
adopted by the city.

In Appendix 1.7. there is chart which illustrates the
nature of the changes to the existing procedures if the
Certificate is used. Appendix 1.8. contains a sanple form of
t hi s docunent.

Conclusion to Part | of the Manual

Wthin the framework of the existing legislation, cities
possess enough rights for independent action to establish
their own city planning system At present, this independence
boils down to a choice between two possibilities:

To act wunder inertia, i.e., to use and enforce the
procedures which remained after the forner soviet

“non-market” system in an environment which is not
appropriate for a devel oping real estate narket;

goal -directed and step-by-step inprovenent of the
previ ous systemin connection wi th the changing soci o-
econom ¢ condi tions.

This choice wll be defined, on the one hand, by
under standi ng the necessity and inevitability of change, and,
on the other hand, by the increasing pressure on city
admni strations connected wth negative consequences of
inertia and passive attitude.



The last condition, to a greater extent than | ogical
argunents, will define not only the choice itself, but also

Therefore, the experience of the cities which made the first
nove towards the new system be devel oping and inplenenting

and legal principles, becones very inportant. The precedent
set by the exanples of Novgorod, Tver, Irkutsk, Pushkin,

adm ni strations of other cities.


















Appendix 1.2

List of Main Laws and L egal Acts of
the Russian Feder ation which Regulate Allocation of Land
for Construction

Lawsof the Russan Federation:

1. The Law of the Russian Federation “On the Basic Principles of Locd Sdf-
Governance in the Russian Federation”;

2. “The Land Code of the Russian Federation” No. 1103-1 dated 25.04.91 (edition
dated 24.12.93).

3. The Law of the Russan Federation “On the Fundamentas of Urban
Development in the Russan Federation” No. 3295-1 dated 14 July, 1992 (with
amendments and additions from 19 July, 1995).

4. The Law of the Russian Federation “On Architecturd Activity in the Russian
Federation” No. 169-F3 dated 17 November, 1995.

5. The Law of the Russian Federation “On the Environmental Protection”, 1991.

6. The Law of the Russian Federation “On the Right of Residents of the Russian
Federation to Acquire into Private Ownership and Sdl Land Parces for Accessory
Structures and Dacha Congtruction, Gardening and Individual Housing” No. 4196- dated
23.12.92.

Decreesby Presdent of the Russan Federation

7. Presidential Decree “On Sale or Lease of Land Parcels Located within Urban and
Rural Areas for Development to Natural Persons and Lega Entities” dated 26.11.97, No.
1263

8. Presidentiad Decree “On Urgent Measures for Implementation of Land Reforms
inthe RSFSR” from 27.12.91, No. 323.

9. Presidentiad Decree “On the Procedures for Sde of Land Parcels in the Process
of Privatization of State and Municipd Enterprises, Their Extenson and Further
Devedopment , aswell as Land Parcels Allocated to Citizens and Their Associations for
Commercia Purposes’ from 14.06.92, No. 631.

10. Presidential Decree “On Regulation of Land Relationships and Development of
the Agrarian Reform in Russia’ from 37.10.93, No. 1767.

11. Presdentid Decree “On Bringing the Land Regulation of the Russan
Federation in Consistency with the Congtitution of the Russian Federation” from 24.12.93,
No. 2287.

12. Presidentid Decree “On Additiond Measures for Providing Land to Citizens’



dated 23.04.93, No. 480.

13. Presidentid Decree “On the Right of Ownership of Naturd Persons and Legdl
Entitiesto Land Parcels under Real Property in Rurd Areas’ dated 14.02.96, No. 198.

14. Presidentid Decree “On Use of Congtitutional Rights of Citizens for Land”
dated 07.03.06, No. 337

15. Presidential Decree “On Additiond Measures for Development of Mortgage
Lending” dated 28.02.96, No. 293.

Decr ees by the Gover nment of the Russian Federation

16. Decree by the Government of the RF “On the Procedures for Purchase and Sdle
of Land Parcels by Residents of the Russian Federation” dated 30.05.93, No. 503.

17. Decree by the Government of the RF “On the Regulation on the Procedures for
Lease of Land Parcels, Naturad Property, Buildings and Structures on the Territory of
National Parks for Regulated Tourism and Recreation” dated 03.08.96, No. 926.

18. Decree by the Government of the RF “On the Inventory of Lands for Finding
Opportunities to Allocate Them to Residents” dated 12.07.93 No. 659 (Amendments dated
27.12.94).

19. Decree by the Government of the Russian Federation “On the Regulation on
the Procedures for the State Control over the Use and Protection of Lands in the Russian
Federation” from 23.12.93, No. 1362 (Amendments dated 12.03.93).

20. Decree by the Government of the RF “On the Regulation on the Procedures for
Establishing Land Use Boundaries in Cities and Other Settlements’ dated 02.02.96, No.
105.

21. Decree by the Government of the RF “On the Regulation on the Structure and
Procedures for Keeping Records of Cadastre Numbers of Red Property and Filling in the
Forms for the State Regidtration of Rights to Real Property and Transactions Therewith”
dated 15.04.96, No. 475.

Other Documents and Regulations

22. Letter by Roscomzem “On Legal Liability for Squatters’ dated 13.04.94, No. 3-
14-1/482.

23. Letter by Roscomzem “On Use of Land Parcels as a Collaterd” dated 01.02.96,
No. 2-21/199.

24. Ingtruction on the structure and the order of preparation and approval of urban
development documents. The State Committee of the RF for Architecture and Urban
Development (Gosstroy of Russia). M., 1994.

25. Ingtruction on the order of preparation and approval, the structure of design
documents for congtruction of enterprises, buildings and structures. SNiP 11-01-95. The



Congtruction Ministry of the Russian Federation (Ministry of Russia). M., 1995.
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Appendix 1.4.

List of Legal Actson Land Allocation Issues
of the City of Kazan

Kazan Legd Acts

1 "Regulaions for Conducting Land Auctions and Bids and Other Transactions with
Land in the City of Kazan.” Approved by Resolution of the Head of the City Administration
No. 815, dated 212.06.96.

2. Regulaion “On Esablishing Rights of Citizens, Corporations, Enterprises and
Organizations for Land in the City of Kazan” Approved by Resolution of the Head of the
City Administration No. 255 dated 29.03.93.

3. Temporary Provisons for Defining Smultaneous Payment while Allocating Land
for Ownership and Long-term Possession. Adopted by Resolution of the Head of the City
Administration No. 589 dated 08.06.94.

4. “On Temporary Provisons for Transfer of Land into Ownership in the City of
Kazan” Resolution of the Head of the City Administration No. 1348 dated 20.10.96.

Legd Acts of the Tatarstan Republic

5. Regulation “On Procedures of Allocation and Alienation of Land to Enterprises,
Organizations, Corporations and Citizens and Their Unions.” Approved by the Resolution
of the Council of Ministers of the Tatar SSR dated 07.08.91 No. 346.

6. Regulations for Conducting Land Auctions and Bids and Other Transactions with
Land”. Approved by Resolution of the Council of Ministers of the Tatarstan Republic dated
21.03.96 No. 221.



Appendi x 1.5

Document Used in Moscow for the Pre-design Stage

An analysis of APZ is reminiscent of opening up matreshka dolls - a lot of
documents stacked inside each other. For example, just a part of these “matreshka documents”,
beginning with the customer’s first actions, is as follows:

the architectural concept for development of the plot: even before the customer submits
his official letter-request on the alocation (selection) of land for construction,
reconstruction or restoration of a facility to the Moscow government’s commission
on land relations and city planning, the customer must arrange and pay for work in
the pre-request stage; he must conclude a contract with the Design Organization of
the Architectural and Planning Department which prepares his sketch design
proposals, i.e. the pre-design architectural and construction documents in the form
of an architectural concept for the building or structures; the architectural concept
must include;

an explanatory note with the city planning and location justification,
the overall area of subsurface and surface parts, an ecological and
economic plans and parameters, including engineering and
transportation support;

historical and architectural sketch plan (when required);

asite plan, Scale 1:2000;

adiagram of the overall plan for the parcel development, Scale 1:2000;
basic floor plans, Scale 1:200;

cross-sections, Scale 1:200;
B facade diagrams, Scale 1:200;

sample materials and a mock-up.

the customer’s letter-request on the allocation (selection) of land for construction,
reconstruction or restoration of a facility to the Moscow Government’s Commission
on Land Relations and City Planning; the letter-request the contract with the Design
Organization of the Architectural and Planning Department and the architectural
concept for the building on the plot;

the order to develop the initial approval documents which is issued by the
Commission on Land Relations and City Planning to three committees - the M oscow
Architectural Committee, Moscow Land Committee and Moscow Property
Committee; the order includes the assignment to develop the initial approval
documents;

the assignment to develop the initial approval documents; which is prepared through
the joint efforts of the customer and Territorial Regulatory Department of the
Architectural and Planning Department of the Moscow Architectural Committee on
the basis of instructions from the Chief of the Architectura and Planning
Department or his deputy, the Chief of the Center for Initial Approval Documents
(who carries out the above mentioned order); the assignment includes (in addition to
a citation to a contract on the customer’s payment for preparation of these
documents):



initial facility data;

functional use of the facility (in accordance with the
Order of the Government of Moscow or of the
Administrative District Prefecture);

overall facility area (based on BTI data);

number of stories (including underground floors,
attics and mansard roofs);

material for load bearing structures and the fences;

coverings (roofing), wall and floor materials;
existing documentation:

property or land ownership documents,

historical and cultural research documents (for
historical development);

proposals for changes to the facility:

functional purpose (if it is not restricted by the
appropriate orders);

first floor;
basement;
parameters and dimensions:

changes to load bearing structures and wall
and floor materials,

additions (showing floors and overall area);

layout of usable area in basement (showing
the number of levels and overal area);

anticipated time periods for doing the work:
beginning of construction;
commissioning of the facility

additional information:

permitted engineering lines throughout the facility:
waterlines, electric and gas lines, sewer lines,
heating, stormwater run-off.

appendices:
copies of land and property ownership documents,

BTI plans (Scale 1:2000) BTl genera plan (Scale
1:500),

photographs of the exterior of the facility and the
courtyard facade (10 x 15 cm),

conclusions of the engineering and technical study for
the proposed addition or additional floors,

historical-cultural studies (for historical devel opment)

initial approval documents include six conclusions issued by various agencies (city
planning conclusion, facility engineering support conclusion, ecological expert
conclusion, conclusion for recording land and property relations, surveying conclusion,



property conclusion) and a planning permit, i.e., a permit to develop the planning stage
of the architectural and construction documentation;

city planning conclusion (which is essentialy a modern-day APZ) includes the
following:

General Part:

address: administrative district, municipal region, parcel, block,
building;

type of construction work for the facility;
functional purpose (makeup of the complex)
customer, developer;

Justification for Development of the City Planning Conclusion:

orders of the Government of Moscow (Administrative District
Prefectures);

documents establishing property and land relations (showing recorded
areas);

contract with the Government of Moscow (Administrative District
Prefecture);

Estimated Technical and Economic Parameters of the Facility:
lot area (sg. m.);
development area (sg. m.);
overall facility area (sg. m.);
B floors,
compensatory green area (sg. m.);

List of Organizations Approving the City Planning Conclusion:
number, date;

Department for State Control of Landmark Protection and Use
(UGKOIP), Moscow Land Committee, Moscow State Hygiene and
Disease Control Center (MGTSs), Underground Building Section
(OPS), Moscow Geological Committee, General Plan Scientific
Research and Planning Institute, Department of the State Fire
Service (UGPS) of the MVD, Moscow Nature Committee, Moscow
Property Committee, Emergency and Civil Defense Headquarters
(GO), and others;

Conditions for Developing the Planning Documents (based on the conclusions
of the approving organizations):

for the development of the additional planning documents, (the
technical conclusion and study, the historical conclusion and study,
the archeological study, the construction engineering study, etc.);

planning requirements and recommendations;
additional conditions;

effective on the date of registration with the Architectural and Planning
Department;



Appendices:
Sketch 1 (Scale 1:2000);
proposed technical and economic parameters;
changes to the facility borders and dimensions;

conclusion of the Underground Building Section of the
Moscow City Geological Committee;

additional approvals;
Conclusion on planning condition:
1. description of the city planning situation:
current city planning documentation:
prospects for development of adjacent territory;

type of facilities for the central administrative

buildings;
historical and architectural description of the
areg;
2. estimated technical and economical parameters of the

facility:
area of the land
area of the development
overall facility area
floors

3. requirements and recommendations for planning
solutions:

placement within the city development
system (important city features and
orientation, site lines, view corridors,
compliance with historical lines of
development);

architectural solutions, composition,
silhouette, size in relation to
surrounding development,
recommended wall materials, etc.,);

effective land utilization and use of
subsurface space;

use of first floors;

improvement of the territory and
compensatory green ares;

setting up night lighting for the facility;
organizing construction;

4. specia conditions:
adjustment of red lines;

possible removal of structures from the
parcel and the necessity for the



Commission for Building Preservation
to review buildings and historical
regions;

procedures for developing planning
documents;

conclusion of UGKOIP (for facilities
and historical development zones)

the presence of historical and cultural
landmarks,

buildings (including buildings recommended
for state protection), periodic assessment
of the degree of condition of
developments which are significant
historically and architecturally;

the presence of preserved historic street
layout, information about former streets
and land boundaries;

the conduct of additional historical and
cultural studies, planning  and
archeological field work and receipt of
planning-restoration assignment;

specia requirements (reconstruction of the
missing elements of development,
reestablishment of valuable lots, etc.);

Conclusion on the Study of the Real Property:
1. Description of the lot:

location of the lot within the city’s system
(territorial  proximity to city centers,
major thoroughfares, metro stations,
railroads, airports, water transportation,
etc.);

location of the facility to the existing zone
(facilities) indicating distances to the
lot:

the industrial and communal zone
(facility);

historical and cultural landmark
protection zone (facility);

nature zone (facility);

residential development;

zones of other restrictions,
description of the lot boundaries;

description of the boundaries of the
compensatory improvements  and
greenery;

the existence of temporary structures,
technical facilities, etc.;



the presence of green plantings (including
trees, bushes, lawns);

the presence of common use areas (children,
storage, sports);

2. Additional information:

information on previously recorded initia
documents and permits;

special  conditions, requirements  and
recommendations;

3. Description of the buildings and structures
located on the parcel (based on BTI
data);

number, address, name, floors, floor height,
condition of the exterior, additiona
information, recommendations;

Conclusions of Approving Organizations (they define the
bounds of their jurisdiction, the possibility of working on
the facility, special requirements and recommendations
for the work, the status of land property relations and
requirements to observe the rights of citizens and legal
entities whose interests are affected by the work):

conclusion of MGTSs for hygiene and disease
control,;

conclusion of the Department of the State
Fire Enspectorate;

conclusion of the headquarters of GO;

conclusion of Moscow Committee for Woods
and Parks;

conclusion of Moscow Land Committee (in
addition, it contains the estimated value
of the land lease);

conclusion of Moscow Property Committee
(in addition, it contains an estimated
appraisal of the buildings and structures
on the parcedl);

conclusion of Moscow Nature Committee (in
special cases, it determines the need to
do the ecological evaluation);

Documents Which are the Basis for Preparing the City
Planning Conclusion:

1. orders of the Government of Moscow
(Administrative District Prefecture);

2. documents defining property and land
relations (showing the registered areas);

3. contract with the Government of Moscow
(Administrative District Prefecture);

4. order to prepare the initial approval



documents: issued by the Chief of
Architectural and Planning Department
or his deputy, the Chief of the Center for
Initial Approval Documents;

5.application (assignment) to develop initia
approval documents (for facilities being
renovated or restored);

6. documents containing the financial
arrangements for preparing the initial
approval documents.
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Appendi x 1.8

(draft sanple form adapted for Kazan Conditions )

Certificate

of Permitted Land Use
_Approved :
Chief of the Administration of the City of Kazan,
19

The Certificate is approved by the Head of the Administration of the City of Kazan if provision 3.2. isfilled out, otherwise (provisions 3.1. is
filled out)_the Certificate (sections 4, 5, 6) is an extract from the Land Use Regulations (hereinafter referred to as Regulations) approved by

Resolution of an authorized government agency of the City of Kazan as of * 19, andiscertified by the signature
of the Chief Architect indicating that the Certificate isin compliance with the Regulations.

map
l 4 2. Historic preservation nctl?ns m$ {ATtiTe 35
11.4.3. Archeological layer répn%oqs ma&y-\ruuei}
Hygiene, water protection angm?ﬁ ogrwt‘raqmanmtsreslu fctions

map_(Article 37)

gl Im@ﬁn MOMDEr
er_???% oaan% arc Twsajatfta
el arfg% ng isl % Wég%]l r; ion&s shown orithe maps section 2.1. of the Regulations:

Names of zones

Z tegat Status and area of apptication of the Certificate

auctions, tenders, direct negotiations with applicants, land privatization by privatized enterprises. The Certificate can be developed and granted based on an
property owners or other interested parties. New owners shall comply with permitted land use established by the Certificate in case of land transactions on the second

The effective period of the certification is unlimited. Its substance (regarding sections 4, 5, 6) can be changed only after the Regulations are amended according to Al
of thislegd act.

- development and approval of architectural and construction documents, issuance of a construction permit according to Article 14 of the Regulation;

implementation.

The Certificate of Permitted Land Use is alega document of the authorized government agencies of the City of Kazan. The Certificate states purpose and restrictions on use of aland
parcel and serves as a foundation for initial grant of the of long-term possession rights (ownership rights or 49 year lease rights) to legal entities and natural persons by means of

The Certificate serves as a supplement to the documents which state the rights to land (State Act on Land Ownership, Long-term Lease Agreement) aswell asthe basib for:

- preparation of agreements with engineering infrastructure services (electrical, water and gas suppliers, sewer, telephone services, etc.) on technical aspects of the permitted land use]

plication of real
market.

rticles 20 and 30

=-CS50] Arficles 20, 40, 41 A2 A5G the Repurations

implementation (this provision isfilled out in case Article 40 of the Regulationsisnot in effect at the time of the Certificate's issuance)

3.3. Siteplan.

IApproved by Resolution of the Head of Administration of the City of Kazan dated

3.2. Articles 39, 41, 42, 43 Of the Regulations, as well as approved city planning documents regarding maximum parameters of permitted construction and requirenients to itg

4 List of permltteg\ land uses (extracts from Article 39 of the Regulalons r%ardmg awadpropnatezoneof aland parcel’s Iocatlon%

Main types B. Typesof | u?%dr{ dition tomain C. Typesof usesrequiring special ppprovals
of permitted X X . ((aspecia approval obtained by means of public hegringsis required.
uses (are S.Jpp| emer_ltary in respect 1_0 main permitted ty_p&.s of land Public hearings are held by the Land Use Commission according to
use; if the main types of permitted land use are missing, the Article 12 of the Regulation)
(types of uses which can not be prohibited if all construction |supplementary ones shall not be considered as main types and,
parameters, safety standards and other requirements are therefore, are prohibited)
complied with))

hearing
g mnutes of
e Conmi ssion

t ed
Spproved——

- Type of use

and is permitted according to Resolution of the
JAdministration
dated

Head of the Cit




[5_ IVIaxiTurT par ameter S of permitted ConSTucIion and Teconsruction

_(arefilled out like extracts from Article 40 of the Regulation, if the appropriate provisions of the Article are missing - by establishing of the aforementioned parpmeters based on
aR/rlJ_rO\_/ed city Sganm ng documents)
inimum’setbacks from land parcel sboundaries (are established on the site plan, refer to section 8 of the Certificate):
frorg épg (f)r tt%%ksa fu?? (%)the sttreet or apass) .; from side boundaries____m.; from rear boundary m.

- maximum buildings height:
-meters.  min, and/or max.

. ffI ors. _min. and/or max.
——— = maximum percen ageo opment

(floor arearatio max. %
- maximum coverage ratio

(ratio of total floor area of all buildings and structures to the total area of aland parcel) max %

6. Construction requirements based on historical preservation, hygiene, archeological, water protection and
other ecological restrictions

___Thissection of the Certificate isfilled out when aland parcel islocated within appropriate zones (provisions 1.4.2, 1.4.3, 1.4.4 of thisformjarefilled out).

__The section isfilled out in the form of references to Articles 41, 42, 43 of the Regulations. If aland parcel is located within zones shown|on the historic]
preservation restrictions map_(Article 35 of the Regulations) it is possible to refer to the approved documents (including their name, the govgrnment agency|
which approved the document and the date of approval) .and extracts from these document regarding this land parcel.

_7. Other land use restrictions (servitudes, rights of third parties; if any restrictions are established they are attached ad references to
the appropriate documentsincluding thoseissued during the preparation of this Certificate)

(B Sitepran_ M= cadaster number totakarea SO

Legend:

- land parcel boundaries,

- existing construction (for the time of Certificate issuarjce)

- congtructions not in compliance with the Regulations

- minimum setbacks from land parcel boundaries limitef by the
Regulations

- boundaries of public servitudes (if any)

- other indices

tIh e'__\g_,erl nca[e was TSSued Dy the Chief pepartment or ATChitecture and bl[y Pranmi Ng O Kazan anadisin (,ompuance with

Chief Architect of the City of Kazan, Chief of
GUAG

“ » 199_




PART 11

2.1. Purposes of long-terml ease

In accordance with the Russian Constitution and the Qvi

Code, any natural person or legal entity can hold real property,
including land, in the form of ownership, inheritable life
estate, perpetual use, or |ease. However, nost Russian cities
have local laws and regulations in effect that restrict rights
to land parcels. It was the Mscow Governnent that first
restricted the rights to land by passing a regulation providing
that the major form of land relations for legal entities in
Moscow will be the |ease. The exanple set by Mscow has been
foll owed by other regions.

The key argunent used by city authorities to justify their
policy is that they are driven by the fear of losing contro

over effective use of land in the city since private owners “are

beyond the city’s control”. There are several reasons for this
Vi ewpoi nt :

the existence of contradictions in society regarding |and, which
is reflected in the opposition between different factions and
parties in the State Duma regarding laws giving full title to
| and;

i nadequate regulatory basis, contradictions and inconsistencies
in addressing certain issues, and too nuch attention and | ack
of flexibility in addressing other issues;

i nadequate qualifications of city officials to inplenent
effective control and to regulate land wuse in private
ownership in a market environnent.

In practical terns, this mnmeans that the |land |ease,
perpetual use and inheritable life estate have becone the nost
widely used forns of land relations. In our opinion, the |lack of
private ownership of land by legal entities in cities has becone
a hindrance to effective urban developnent in the nmarket
econony. However, a land lease can be quite effective and
sufficient for the devel opnent of the city econony provided it

s properly adm nistered. Thus, the main purpose of
admnistering the long-term lease of land in the city should be
land relations that will facilitate econom c developnent in a

mar ket envi r onnent .

Anot her inportant issue of admnistering long-term | ease of
land is associated with the refinenent of the urban devel opnent
regul atory system and enhancing effective circulation of urban
land. At present, nost Russian cities have a cunbersone system
for allocating |land for devel opnent. Besides, the current system
does not provide investors and developers with information on
possi bl e expenses and potential of land before they start
pl anning. One of the possible approaches to inproving urban



devel opnment regulatory system is to introduce a zoning system
which legitimzes the approval process and nakes it nore
denocratic. However, all the benefits from the new |egal urban
devel opnent regul ati on based on zoning may be pointless if they
are not linked to changes in the procedures and the very nature
of land | ease. For instance, a devel oper, investor or holder of
real estate may use the zoning systemquite effectively if |ease
agreenents contain a list of permtted uses instead of a single
targeted use as has been the case. As far as nunicipalities are
concerned, lease relations that are nore suitable to devel opnent
in a market environnent, as well as a new form of urban

devel opment regulation, should increase the «city’s budget
revenues by charging fees for the transfer of lease rights to
other parties and by receipt of the future rental paynents.
Thus, another purpose of the long-term lease is to facilitate
reforms in legal urban developnent regulation as well as to
enhance profitability of urban areas.

2.2. Requirenents for land | ease for construction purposes in
a mar ket environnent

The above-nentioned purposes - developnent of the real
estate market, pronotion of urban devel opnent regulatory reform
and an increase in city revenues due to effective nmanagenent of
urban land - call for a nodification of existing |ease
relations. The gist of the nodification is that the |ease right
should be attractive for private business and it should
facilitate the devel opnent of the private sector.

To this end, the requirements for a land |ease are as
fol | ows:

1. Long-term lease of land parcels allocated for
devel oprment should be allowed for a term of up to forty-nine
years.

During different phases of urban devel opnent, various types
of |eases, both direct and hidden (for exanple, reservation of
land for the design period), are in use at present. However, a
|lease for nore than ten years is a rare thing in cities.
Neverthel ess, in a market environment, long-termrights to |and
parcels are essential for business.

The case for the developer is quite clear. It is believed
that a devel oper needs land only for the period of construction
since, as soon the construction is conpleted, he sells the
conpl eted houses or apartnents. However, a devel oper al so needs



long-term | ease because he can obtain a loan to finance the
project only by wusing long-term lease rights to land as
collateral. And it goes wthout saying that Iong-term |ease
rights are essential for investors and owners of the property
built on the respective parcels in order to be able to do
busi ness.

2. Long-term lease rights to a land parcel should be
transferred to a private developer or investor at the initia
phase of the investnent process.

As discussed in the first section of these recommendati ons,
according to the current procedures for land allocation, an
investor or owner of the building acquires long-term |ease
rights to the land only after construction is conpleted, an
occupancy certificate is issued and the new property unit is
registered. This neans that the investnent nust be nade before
the investor has any long-term rights. For a devel oped narket,
this situation 1is unacceptable since the owner puts his
investnent at risk. For this very reason, nmany projects
initiated by western investors failed to materialize. As soon as
they got the insight into the current |land allocation system
they decided against the investnent. Mreover, they could not
invest even if they wanted to because it would be inpossible to
obtain a nortgage |l oan to finance the project.

In this connection, we reconmmend a nodification to the
current procedures so that long-term lease rights my be
obtained during the early phases of the investnent process, for
i nstance, before or after the project is approved. Besides, the

process of “allocation” should be replaced by purchasing (or to

put it nore precisely, by “transfer for a fee”) rights to a |land
parcel, in our case - long-term|lease rights. Market conditions
permtting, fees for transfer of long-term |ease rights should
be included as a clause in the | ease agreenent.

3. Lessees should have the right to sell lease rights,
use themas collateral, sublease the parcel, in other words, the
city shoul d have a secondary market in place.

This provision is an essential part of the devel opnent of a
secondary land market. If the city uses the lease as its main
formof land relation, there should be sales of |ease rights on
the market. Only then can an investor, developer or owner of a
building be sure that his investnent is protected. In such a
way, if the financial situation of an investor or devel oper
changes and he feels that he is not able to perform his
obligations, he may lose the invested capital and expended
effort. To protect himself in this situation, an investor nust
have the right to sell his lease to a different party who wll
assune all his obligations. O course, in this situation, it is

al so necessary to protect the municipality's interests so that
the sale or transfer of rights at any phase will not result in



t he appearance of di shonest devel opers or other persons who
are not interested in finishing the construction work within the
deadlines specified in the Agreenent. Thus, the transfer of the
rights at any phase of the project should be permtted only
with the consent of the Admnistration. In order to avoid any
difficulties or delays, we recommend that the Adm nistration be
prevented from creating obstacles to the transfer of rights to
any person. To this end, we suggest that a special provision
should be contained in the Lease Agreenent, for exanple, the
refusal of the Admnistration to permt transfer of the |ease

shoul d not be conditioned by just any reasons, but by “material

reasons” which nust be in witing. Wth this in mnd, the |essee
can take an unfavorable decision to the court which will decide
if the reason for the justification for the refusal 1is

“‘materi sl ”.

Simlarly, a |lessee nust have the right to subl ease |and
in order to obtain additional financing or incone. However, al
this is acceptable so long as it does not violate the

muni ci pality’s interests. In other words, the rent paid to the
city shall not be less than the average market rent for land in
the city. Then, sublease for a lessee will not be a tool to nake
profit on the difference between the nmarket and normative rent
but a way to reduce expenses in difficult financial situations
because part of rent due to the city will be obtained from the
subl ease.

4. The | ease should be based on equal rel ations between the
owner-lessor (nmunicipality) and the | essee. The agreenent shoul d
i nclude any provisions but openly w thout anbiguous clauses or

hi dden “reefs”.

The latter seens evident but , nevert hel ess, needs
clarification. At present, the reality is that private conpanies
and businessnmen (builders, investors, developers and other

owners), on the one hand, and the nunicipalities and city
agenci es, on the other hand, have amassed a nunber of conplaints
agai nst each ot her.

Frequently, city admnistrations do not |ook at private
devel opers as a neans to address city problens. It goes wthout
saying that city officials do not consider them potential
partners, but on the contrary accept them with a great deal of
suspicion regarding their intentions to cheat sonebody. Under
the forner admnistrative system city officials used to have
nearly total control over city devel opnent policies. Today, they
| ook upon the private sector as their conpetitors, claimng
their rights. Finally, some city officials |ook upon private

devel opnment as a disgusting “specul ative” business. It is true
that sonme private developers nmake great denmands of the
municipalities and give promses that they can never keep, and
as a result, they fail to perform their obligations. The city
authorities often claimthat allocated parcels renmain untouched



for years or property under construction remains unfinished. It
shoul d al so be admtted that there are many cases of fraud.

The private sector has just as nmany conpl aints against the
municipalities. Mst often they claim that they have conpleted

“urgent” municipal orders but are still waiting to be paid the
nmoney due for their work under the agreenent. Because of
frequent changes of top city officials and a subsequent change
in priorities and city policies in general, devel opnent rules
and requirenments as well as financial agreenents are also
changed. As a result, developers and investors are of the

opi nion that you can not trust the admnistration - “anyway, they

wi Il cheat you”. Another problemis the traditional red tape and
unwi | lingness to mnake decisions pronptly on rather sinple
issues. Cetting approvals is a long and conplicated procedure,

often “running in circles” and illegal actions.

Anyway, it is evident that city admnistrations have to
change their attitude towards private devel opers, otherw se they
will not only lose a choice between different investnent
opportunities, but will also |leave their cities without a chance
to conpete for external investnents. It can be concluded in

general, that cities where admnistrations, have worked to
establish mutual goals and have mnmanaged to build partnership
relations wth private investors, |ook nore attractive to
external investors. It is this understanding of partnership

versus confrontation that should lay be the basis for
relationships and be reflected in clearly formul ated provisions
of the agreenent.

2.3. Ways of transferring |easehol ds

There are two ways of allocating |easehold rights to
municipal lands in the course of primary privatization: a)
t hrough tenders; b) through direct negotiations.

Today the first way is nore preferable, though the final
choi ce depends on the situation in the city and the goals set by
the city admnistration. Land transferred into |long-term |ease
on tender terns is nore denocratic since it provides for an
obj ective choice of a developer or investor for the benefit of
the city. It also provides for an effective study of |and nmarket
in order to set appropriate rental rates, which wll nake it
possible to set starting prices nore accurately in future.

However, holding tenders requires that there be denmand for
land, which is not the case in nmany cities. First, not all
available land is attractive from a comercial viewpoint since
it is Jlocated in different areas and requires different
investnent. Second, it is not easy to hold a tender and



sonetines there is no payback for the efforts expended.

Holding a tender for the right to lease a |land parcel for
devel oprment shoul d include a nunber of specific procedures such
as: setting up a tender comm ssion, preparation of invitations
to bid, setting up qualification requirenents, carrying out
mar ket studies, setting starting prices, holding an advertising
canpai gn, hol ding a tender.

The nost popular practice in Russia now is transfer of
| ease rights through direct negotiations. This nmakes it possible

to take into account the devel oper’'s requirenents. On the other
hand, this approach seens quite subjective during eval uation and
it may be acconpani ed by red tape.

Setting the price for a |lease nmay present a problem since

under this approach there is no “objective” nmechanism as in an
open tender. There may be several solutions to this problem but
anyway it is inportant that the price be set by a collegial body
(for instance, zoning conmssion). The price shall be determ ned
by appraisal of |and, which can be done by one of several known
t echni ques: cost approach, conparative sales, incone approach,
etc.

An appraisal may be conducted by independent appraisers
conmssioned by the admnistration or by qualified city
of ficials.

Specific features of |and | ease
agreenent for construction

In Russian practice, lease relations are regulated by
Chapter 34 of the Cvil Code of the RF and the |ease agreenent
between the lessee and lessor. Wsually, a |ease agreenent
follows the pattern of this Chapter of the CGvil Code. In our
case, the structure of the agreenent is nore sophisticated
since, along with the standard set of clauses, it contains sone
that are not standard and are related to terns for conpleting
t he devel opnent.

The main clauses deal with construction on |leased land. It
is especially obvious when the city admnistration is not
interested in gaining additional budget revenues for transfer of
land to a developer, as in constructing a specific real estate
project. For instance, the admnistration may be trying to
enl arge the nunber of services offered to the popul ation, create
new j obs, establish a new comunal services conpany or may just
be seeking to create an architectural ensenble for esthetic
purposes. In this case conpletion of construction would seemto
be a nmajor part of the agreenent. Therefore, such an agreenent



contains sections and articles wth detailed provisions

regul ating the Adm nistration’s and Devel oper’s duties regarding
deadlines for design, appr oval of design docunents and
construction as well as the anount of denolition, famly
rel ocation, construction of infrastructure, etc. Thus, there are
two such sections in the sanple agreenent provided in the
appendi x: the first contains terns for design and construction
of the buildings and structures; the second contains terns for
denolition, famly relocation, laying infrastructure, and
servi t udes.

In addition, a special feature of the devel opnent |ease
agreenment appears in the articles on the transfer of |easehold
rights, on sublease, on nortgage and on penalties for non-
performance. This is where property or financial relationships
appear regarding the real property being constructed. The
purpose of these articles is to give a developer a full set of
opportunities to use the long-term lease as a tool to obtain
additional financing for the period of devel opnent. Sections of
the agreenent |ike sublease, transfer of |easehold right and
especially nortgage serve this very purpose. The above-nentioned
articles contain certain clauses that protect interests of
parties that may be involved in project inplenentation, but are

not parties to the agreenent (for instance, |oanholders,
subl essees, final owners of the real property - apartnments or
houses). If their interests are not represented in the |ease
agreenent, then it wll be difficult or inpossible for a

devel oper to find a nortgage loan or to maneuver financially if
there is an abrupt change in the economc situation.

It’s inportant that we note the followng: if the city

admnistration, as the official owner of city land, doesn’t need
to transfer the |easehold right with strict conditions on its
devel opnent, or at least it has no strict requirenents on the
time periods and other conditions of devel opnent, then we shoul d
use a sinple form of |ease agreenent. Thus, the nodel agreenent
given in Appendix 2.1. of this Mnual should be sinplified. W
can exclude sections and clauses dealing with the terns of
devel oprnent, as well as the articles serving as a supplenent to
t hese terns.

Consequently, the contents of a land |ease agreenent
depends on the nunber of requirenents and their strictness. In
the case of a land |lease for construction, the agreenent should
contain the |argest possible nunber of articles and obligations
taking into account not only the interests of the contracting

parties, but of the third parties upon whom the devel oper’s
activity depends.

2.5. Terns of long-term|ease agreenent to enhance the
devel opment of the | and market and private | and devel opnent

2.5.1. Rights under the | ease agreenent



According to the Gvil Code, a leasehold is a form of
obligation arising under an agreenent between an owner-|essor
and a | essee.

According to Article 606 of the CGvil Code, wunder the
agreenent a lessor commts to lease to a lessee a |and parcel
for a specified rent or conpensation for tenporary possession
and use or only for tenporary use. This neans that an owner
continues to enjoy the right to control the property (land
parcel) provided he neets these |egal and contractual
requirements.

Unfortunately, neither the Gvil Code nor other |aws
suppl ementing and clarifying the Gvil Code, interpret the term
“to control a land parcel” 1In accordance with current |and | aws,

a lessee, with the exception of specially defined cases, obtains
the same kind of rights as the owner, including the right to
build, to use the land for comercial purposes and to |ease for
tenporary use, in other words to sublease. However, this |ist
does not include the right to use land as collateral. It may be
inferred that the right to use the land as collateral refers to
control of the property but not its possession or use. Anyway, a

Manual issued by a legal institute” says that a |essee has the
right to use his lease as collateral, and alienate the |ease
agreenent by transferring it to the beneficiary of the debt
secured by the | ease with advance notification to the bank.
Current laws do not provide a clear understanding of the
substance of land |ease rights. Consequently, all rights to be
transferred under the |ease agreenent should be clearly stated
in the agreenent and controlled by it. Qherw se, |egal disputes
that are difficult to settle under current |aws may ari se.

The | ease agreenent should specify the subject of the |ease
- a land parcel and buildings (if any), permtted uses and al
restrictions inposed on this |and.

2.5.2. Permtted uses and devel opnent restrictions

The current urban devel opnent regul atory system as already
mentioned in Chapter |, does not make provision for obtaining
prelimnary information on uses, restrictions, requirenents and
paraneters of construction. Mreover, allocation of |and parcels
for targeted use introduced by the Land Code is practiced
everywhere. This practice provides for a strict unchangeabl e use
of land. Hence, targeted use and all other devel opnent
requirenments are set for each particular project, though they
are based on the CGeneral Plan or the Gty Devel opnent Concept.

This system leads to a lot of anbiguity regarding a
devel oper’s rights and requires the devel oper to expend a |ot of

ind and Law. Manud for Russian Land owners. The Ingtitute for Law and Comparative Law Studies under the Government
Russian Federation. M., 1997, page 310.



time and noney to find out what exactly will be permtted on a
land parcel. Wthout <clear legal regulation, city officials

enjoy too nmuch discretion, and in many cases subjective
decisions are nmade according to the dictates of their own
judgnent and conscience. In general, this system does not

facilitate private investnent.

Zoning regulations are directed at correcting this
situation and attracting investnment to the city. First of all
the transition from targeted use to permtted uses within one

urban devel opnment zone wll be nmade. Consequently, a |ease
agreenent will include devel opnment rules and permtted | and uses
will be recorded in a local regulatory docunent “The Land Use
Regul ation”. In other words, a |ease agreenent wll contain

several uses of a land parcel and property to be built on it,
within these uses a devel oper, investor or owner nmay undertake
any devel opnent actions w thout additional approvals.

The nunber of land uses and |and devel opnent restrictions
included in a | ease agreenent plays an inportant role. There is
a direct correlation between the nunber of restrictions and | and
value: the less freedom a developer is given, the lower is the
value of the land or rent. Thus, if a devel oper enjoys maxi num
freedom the value of land will be at a maxi num considering, of
course, its location and other characteristics.

For this reason, the nunber of devel opnent restrictions and
limtations stated in a |ease agreenent should be held to a
mninmum including only essential ones. Ideally, devel opnent
regul ation under a |ease agreenent wll give a devel oper the
freedom to design his own building and to prepare plans which
correspond to his own plans. Besides, a |ease agreenent should
contain a special clause stating that the city admnistration
commts to approve any plan if it neets the requirenents and
does not contradict any technical specifications. This will give
a developer or investor additional assurance that his rights
will not be violated for subjective reasons.

One nore possible incentive for a developer is to let him
use the land before the construction work has started and |et
him obtain a building permt for the purpose of, first,
complying wth Land Use and Regulations for this particular
zone, and second, providing the developer with an opportunity to
start construction under |ease agreenent and proceed w t hout any
interference or delay. That will |essen the nunber of financial
problens for a developer at the initial, nost difficult and
i nportant phase of construction.

In order to elimnate open interpretation of the |and use
requirenments, a |ease agreenent should be supplenented by a

“Certificate for Permtted Use of Real Estate” issued to the



owner with a conplete statenent of his rights to use |land, and
perform construction or reconstruction of the buildings.

2.5.3. The termof a | ease agreenent

W have already discussed why it is essential to introduce
the long-term lease for legal entities in the city. Now it is
time to talk about the termof the long-term|ease. The term of
a lease is defined from the point of view of economc
profitability of business and opportunity to conduct this
busi ness. Russian |law stipulates that the inprovenents nade by a
| essee on a |eased parcel belong to him and not to the owner,
and nmay be purchased from a |essee by the owner if the latter
wi shes to termnate the | ease agreenent. Due to this fact, it is
quite difficult to determne the term of the |ease which would
be economcally profitable and sufficient.

Western practice shows that stable land rights arise if the
mninmum term of lease is 15 - 20 years, though usually the
period of 20-25 or 49 years is used depending on the specific

features of a potential |essee’s activity.

Rights of developers or investors nmay also be protected by
including in the |ease agreenent a clause stipulating that the
present |essee shall have a priority right over other candi dates
to extend the |lease agreenent. This clause is based on Article
621 of the CGvil Code which gives a lessee a priority right to
conclude a |ease agreenent for a new term Another possible
provision of a | ease agreenent nmay be a commtnent by the owner-
lessor to extend a |ease agreenent with specific terns (either
the same or different ones) wth a |lessee if he desires. Such a
cl ause provides a greater assurance that a |ease agreenent wll
be extended and thus may nake it possible to raise the cost of
the | ease (Il unpsum paynent and rent).

2.5.4. Terns of paynent and rent

Cty-owned land is one of the main economc resources of
any city. In this connection, the nost inportant task of the
city admnistration is to use this resource efficiently. It was
mentioned earlier that a city has several options for using its
| and. The choice of the right |and policy depends on existing
long-term problens of the city and the availability of other
resources. As a rule, the city has two nmain goals regarding its
land - to make a profit by putting the land into circulation,
and to build and reconstruct real estate inportant to the city.

In accordance with the purposes of this Mnual |et us
consider the first goal - to nake a profit. There are two main
strategies to achieve this goal:



- receiving lunpsum paynents for land sales wthin the

muni cipality’s jurisdiction with the subsequent receipt of I|and
tax paynents;

- leasing land and receiving rental paynents.

As nentioned earlier, in different situations, you can
choose any of these options, but here we are considering the
case where, for certain reasons, the admnistration and | ocal
col l egial agency have decided that a lease is a nore effective

option for their situation. It should be pointed out that in
both cases the economcs of the transaction is based on defining
the value of the land. Now we wll not be considering the

hardest issue of how the cost of land is determned and how it
is appraised, especially since a lot is being witten on the
matter, including the <classics and founders of different
econom ¢ schools and theories. Evidently, wthin any politica
and social system land has a value that in different ways is
converted into a cost, and then the price. In a narket econony,
the price of land is established by the nmarket, in a socialist
econony and the transitional narket econony, as is developing in

Russia today, various “substitutes” |ike “standard” price for |and
are used to determne the price.

Wth the first option, the sale of land, the owner in
exchange for a transfer of all his rights to land, receives the
total cost of the land (the whole anount at once or by
installnments), and then receives regular incone in the form of
land tax paynents. Wth the second option - the |lease of |and

the owner doesn't convey his ownership right, but just
tenporarily and partially transfers his right of possession and
use to another person. In return, the owner receives regular
incone in the form of rental paynents, and the |essee profits
from the economc activity that takes place on the land or is
sonehow rel ated to the | and.

Qoviously, a lease has a different economc neanings.
However, because of the difficulties with | eases greater than 25

years, the differences on the options are sonehow being
snmoot hed out. The “too0” long term of estrangenment of right to
| and causes psychol ogical disconfort to the owner, and

especially to Russian city officials who were used to total
control over the land during Soviet tines. These officials start
to apply to lease certain elenents of economc schenes,
characteristic of land sale with transfer of land title.

The mxture of the two systens has taken place in Mscow.
Moscow Gty Admnistration transfers the |easehold right to |and
not just for rental paynents, but also for a set [|unpsum
paynment. The Admnistration sells the |leasehold right to | essee,
at a cost that is equal to the cost of buying ownership of the
land and at the sane tinme, the rental paynment is equal, in
amount and paynent terns, to the | and tax.

This practice (let us call it “mxed”, for it contains
features of the two systens) seens not to be very effective
because it puts nore difficult obligations on the l|essee. In
this situation, a developer or an investor pays the sane anount



of noney for the ownership right and still doesnt get the ful

set of rights, just a set nunber of rights included in the
| easehold rights provided in the agreenent. This inbalance in
the advantages received by the admnistration on the one hand
and devel opers and investors, on the other hand, will finally
lead to a weakening the city investnent climate and then to

stagnation of the city’s econony.

In addition, charging for the transfer of |easehold rights
is not stipulated in the Gvil Code and, hence, certain |ega
regul ations are needed to provide the legality of such paynents.
For that purpose, a system of local laws of the subject of
Federation or local adm nistrative acts can be used, though it
m ght turn out not to be sufficient.

Wth respect to all of the above, in this Mnual, we
recommend wusing another system of paynent - just rental
paynments. This is the system of paynent shown in the sanple
agreenent attached to this Manual .

Neverthel ess, in sonme cities, the mxed practice is stil
popul ar, and we should nmake sone comment on it. Wth the m xed
system of rental paynents, the main problem is the [|unpsum
paynment nmade for the |leasehold right. The problemis that at the
initial phase of the investnent process, until a devel oper or
investor has started to nmake a profit from the project, he nust
use his own capital to pay for a land |ease. At the sane tine,
he needs free assets to develop the project, to obtain permts,
to buy building materials to start construction, and for other
expenses for devel opment and | aunching the project. Mreover, at
the initial phase of the project, there may be problens getting
a loan, especially if the conpany offering loans is not sure
that the devel oper or investor is investing enough of his own
capital. The difficulties of providing loans to buy land are
becom ng especially increasing at present in Russia because of
poorly devel oped | ending system ( primarily, nortgage |oans) for
t he purchase of |and and construction.

W can recommend the follow ng: a devel oper (investor) may
be allowed to pay for the land in installnments over a period of
time sufficient to pay for the land not just from his own (or
borrowed) capital but also from the incone realized from the
property. This will make the |and proposed for devel opnent nore
attractive for developers, which, eventually, wll raise the
cost of the | easehold.

W understand that making installnent paynents for the |and
may involve a certain risk for the city. For instance, if a
devel oper fails to perform his obligations, the total anount of
the purchase price may not be paid. However, such risk in the
present narket environnment for |and can be considered reasonabl e
since this increases the attractiveness of the land and wll
eventually |l ead to nore devel opnent projects in the city.



In this case, a l|lease agreenent should include a schedul e
of paynents showi ng the paynent period, dates of paynent and the
percentage of the paynment made. As a rule, such a schedule is
i ncluded as an appendix to a | ease agreenent. If under the terns
of the lease agreenent there is a construction schedule, the
payment schedul e shoul d correspond to the phases of construction
and design. It is advisable to include an inflation factor in
the | ease agreenent so the city does not incur any |oses over
the paynment period. The rental paynents using the m xed approach
shoul d be equal to or less than the land tax rate.

If the lease right is transferred to a developer as a
tender, he may submt his proposals on paynent according to an
accel erated schedule, including the opportunity to pay the
entire anount right after the tender is over.

Furt her we wll consi der the recomended way of
establishing lease relations - paynment only through the renta
paynments. Setting rent is legally based on Article 614 of the
Gvil Code and Article 21 of the Law on Rental Paynent.
According to these articles, the terns and dates of rental
paynments shall be determned by the provisions of the |ease
agreenent. However, when l|easing lands in state or nunicipal
ownership, the public authorities nust set basic rates of rent
depending on the type of use and the category of the |lessee. In
other words, the city can set the rent only on the basis of a
general (the sanme for the entire city) principle, of course with
as broad differentiation as desired depending on the |ocation,
use, etc.

Many cities have passed regul ations based on this provision
according to which the rent was equal to the land tax, and the
sane nechanism was used to calculate both. This was quite

reasonabl e when applied to the previous “m xed” approach towards
rental paynent, but is absolutely unreasonable for a pure
economc |ease nechanism If the land tax rate is exactly the
sanme as the rental rate the city |oses whatever rental revenues
mght be available, i.e. the situation is exactly opposite to
t he one described for the m xed system of paynent.

In addition, we should point out that calculating the |and
tax rate in our present situation is not very effective because
the tax is not calculated on the basis of the market price of
land and the |andowner may not agree with the calculations
(although there is no forum to express this disagreenent at
present). Unfortunately, the current |egal procedure for setting
basic land tax rates in cities |eaves nuch to be desired and the
tax paynents can not be considered opti num

It should be noted that although the nechanisns for setting
the land tax and rent for land parcels are simlar, there is an
inmportant difference between them the basis for the land tax in
a city is determned by Federal laws, while the basic renta
rate may and nust be introduced by the city.

The best way to set the rental paynents is for the city to



establish basic rent rates fluctuate wthin a certain
prelimnary defined range so that it wll be possible to set
rental rates acceptable to the city and the |essee. The exact
rental rates should be established by direct negotiations
between the admnistration and potential |essee, according to a
set procedure. Determning rental paynent from the basic range
shoul d be based on market conditions.

In the recommended sanple |ease agreenent two ways for
setting rental paynments are provided.

The first way is based on the appraised nmarket value of
land and the contract terns for capitalizing it. If the market
value of the land (if it were sold) equals twenty dollars per
sq. m and the approved period of capitalization is ten years
then in one year, 1 sgq. neter of land will generate an incone of
two dollars. This anount can be used as the annual rental
paynment and the nonthly rent will be 0,17 dollars per sq. m (10

“redenom nated” rubles). Further, this figure shall be correl ated
with the basic rates and conditions of demand - |and offerings.
In any case, the anount received by capitalization cal cul ations
or by any other way is only one of the factors in the fina
determnation of the rental rate.

The second way, a nore conplicated one, should be used, as
a rule, for expensive, inportant (from the urban pl anni ng
point of view) land, which is in high demand. 1In this case the
city may request the major part of the capitalized value to be
received at once, within the first few initial nonths or years
of the | ease.

Let’s assune that the apprai sed market value of the land is
$180 per sq. m with a period of capitalization of 10 years
This provides an annual incone of $18 per sq. m and a nonthly
income of $1.50. Let us say that this figure is a lot larger
than the basic average rental rate $0,75 a nonth per sqg. m for
this area. Then the city can suggest that the devel oper should

pay part of the rent “in advance”. For instance, he can pay $9

per sg. m per year or $90 for 10 years. Thus, the city’s
recommended rental paynent, for a 1000 sg. neter parcel wll be:
$90, 000 | unpsum rental paynent to be paid over a negotiable
term and an annual paynent of $9 per sq. m wth rental paynments
made on a nmonthly basis, for a total of $180,000 (the appraised
mar ket val ue) over the ten-year capitalization period.

As stated above, a devel oper doesn't have enough free
capital to make a large paynent at the initial phase of project
i npl enentation. Thus, it 1is recomended that this [|unpsum

paynment be replaced by an installnent |ease paynent according

to a schedule agreed upon with the devel oper. The schedul e of
paynments should becone part of the agreenent. O course, the
exanpl e described is no nore than an illustration of the nethod,
since in practice the anounts and terns of |ease paynents depend
on nunerous other factors and wll be the subject of



W reconmmend an approach which pr
of basic rental rates set by the city and direct negotiations
with the |essee. Lessees can base their proposals on narket

prelimnary defined range.

The CGvil Code states that the rent nmay be changed upon

Therefore, a |ease agreenment should contain a clause defining
the nechanisns for changing the rent. For instance, during the

be decreased by using an agreed reduction ratio. Another option
that can be included in the agreenent is changing the basic rent

attractiveness of a proposed |ease and, subsequently, its cost
will greatly depend upon whether the admnistration sets an

Experience shows that there are definite exanples where Wstern
i nvestors stopped negotiations with adm nistrations because they

rent increases.

2.5.5. Qualification decision

's main concern when transferring rights to vacant
's meeting the deadlines for

desire to prevent l|land speculation: first, they want to ensure
that a developer will not keep the land untouched in order to

that; second, they want to ensure that projects wll not go
unfinished, that after denolition of buildings the land wll not

“unest hetic property.
As a result of this approach, cities have chosen to nmaintain

process to design and construction phases.

An alternative, which wll nmake it possible for city

t he devel oper’
m | estones of the project in the |ease agreenent. A breach of
this <clause may lead to serious penalties, i ncl udi ng

nmeasure is not preferable).

Another tool which may inprove the possibility the

that he is capable of performng his obligations. As a rule,



qualification requirenments include a record of successfu

experience and solid financial status. The city shoul d deci de on
how the information should be verified. As far as the financial
status is concerned, it is wusually sufficient to have letters

from the candidate’s bank or letters from his other financial
part ners.

There are several options for qualification procedures. One
of the alternatives is a prelimnary qualification inspection
where a candidate has to denonstrate that he neets the
requirenments, after which the purchase of I|ease rights 1is
possible. If it is found that a candidate does not neet the
requirenment, the land is not transferred to him

Qualification procedures are extrenely inportant when the
| ease rights are transferred by a tender (auction). In this case
a qualification inspection is a separate phase where a decision
is made on whether to allow a candidate to participate in the
tender. Another version of the same approach which does not
require a separate qualification procedure and, consequently,
saves tinme is to issue two information packages to potential
participants: one - to certify that the bidder neets the
qualification requirenents, the other - a sealed envelop
containing a bid. The open envelop is reviewed first, and if a
bi dder does not neet the requirenents, the sealed envelop is
returned unopened.

A tender may be held in one phase where qualification data
and the bid are filed at the sane tinme and reviewed at the sane
time when the bid envel opes are opened. This approach may cause
sone problens since it makes it possible for the tender
commssion to declare those who propose the highest prices
unqualified because is the possibility of manipulating the
results of the tender. Finally, the process where qualification
decision is nade before the bid envelopes are opened is nore
preferable since the risk of losing a very attractive bid my
make the cities nmake the qualification decision very carefully.

Finally, it should be noted that qualification requirenents
that are too strict may prevent nmany reliable conpanies that do

not have much experi ence in ur ban devel opnent from
participating. Oten it is very difficult to draw a |ine between
potential |essees or bidders who are capable of fulfilling

their coomtnents and those who are not. That is why the record
of experience in urban development nay be one of the
qualification requirenents but not a crucial one in Russia at

present. In the labor mnarket, there are a lot of highly
qualified experts in real estate - designers, builders, brokers,
etc., - and a good manager can build a good teamthat wll work

quite effectively.



In addition, the experience in other cities has shown that
devel opers and investors prefer that qualification procedures
and bid subm ssion take place at the sane tine in Russia because
they do not want to waste time preparing qualification
certificates without having all the information on the potential
project or |and for devel opnent.

But, there may only be a qualification decision if there is
a demand for land that the admnistration is offering for rent.

2.5.6. Connection to engineering infrastructure

One of the major requirenments for urban devel opnent in
countries with a developed narket econony is to provide a
potenti al devel oper  or investor wth conplete, reliable
information on anticipated expenses. Wthout the know edge of
expenses to be incurred, including those for obtaining permts,
standing fees, the engineering infrastructure devel opnment and
taxes, a devel oper can not assess whether leasing a |and parce
at the proposed cost is profitable. If this kind of information
is not available or is unreliable, developers may not wish to
conclude a |ease agreenent at the proposed market prices. That
is why it is preferable, from the market point of view, to
include in the agreement provisions under which the property
will be connected to the city engineering infrastructure (this
information is wusually included in a building passport or
simlar docunent that beconmes a nandatory appendix to the
agreenent).

However, it is not very easy to inplenment this goal. Since
the utility providers issue the information on the terns of
connection to the property only to applicants who have obtai ned
the primary rights to land parcels, only architectural and city
pl anning authorities can make such an inquiry before a |ease
agreenent is executed and there is no concrete | essee. The terns
of connection obtained in this a way can be too hard to neet
because, as rule, they include not only the requirenents for the
| and parcel in question but also requirenents for extension and
devel opnment of the entire network. The architectural and city
pl anning authorities, of course, wll not negotiate with the
utility providers since they have neither the incentive nor
financial resources for that.

Neverthel ess, the city should commt to assist devel opers
in obt ai ni ng reasonable terns for connection to the
infrastructure if it is interested in the developnent of the
real estate market and urban devel opnent. The city should limt

the wutility providers’ opportunities to charge additional
unjustified fees and duties. To this end, it is recommended to
include in lease agreenents lists of all permts that may be



required in the course of construction, as well as to indicate
the fees that are due for connecting the property to the city
engineering infrastructure. Another alternative is to set up
reasonabl e standard fees for the connection, depending on the
specifications of the property under construction, that is based
on a tariff systemsimlar to paynments for utilities.

2.5.7. Construction schedul e

Besides requirenents for use of a land parcel, a |ease
agreenent may include several other requirenents depending on
the situation. Thus, if a leasehold is transferred by tender,
design and construction deadlines nay be included in the
agr eenent .

Meeting the construction deadlines may be a problemin the
enmerging market environnment and, especially, wth respect to
land. Wen developers are forced to accept unrealistic
construction schedul es wi thout considering the market situation
they usually fail to conplete the projects or just abandon them
Knowing how difficult it is to ensure stable financing of
projects, devel opers choose not to get involved in projects with
firm construction schedules if they do not have the right to
resell themanytine in case of financial difficulties.

It seens that selling long-termland rights for devel opnent
wi thout any deadlines for conpletion of construction is hardly

acceptable in Russia at present. Mny still remenber “Soviet”
times when each city used to have at |east a dozen unconpl eted
projects. That is why city authorities tend to include firm
deadl i nes for conpletion of construction in | ease agreenents.

In this case, a |ease agreenment should contain provisions
establishing the term of construction and the mlestones of the
approval process. On the other hand, the city should be prepared
to take responsibility for review and approval of design
docunents within the established tinme, as well as to define
rules for the approval procedure. The agreenent nmay include a
clause which states that if a project has not been approved
within a specified period of tinme, the design docunments shall be
consi dered to be approved autonatically.

However, it should be stressed that limtation of the
period of construction is a very powerful factor in the current
unstabl e financial situation that can be counterbal anced only by
the right to transfer a |easehold at any phase of design,
construction or use of the property. If a particular devel oper
does not have the resources to conplete the project, he nust
have the opportunity to transfer his rights to an interested
devel oper that does have the ability to conplete the project at



a profit. Furthernore, in the current market environnment, the

devel oper to time the pace of construction with the situation in
the market, and the nore attractive is a long-term|ease at the

2.5.8. Sale, transfer, subl ease

The resale of land and lease rights is tightly linked to

the construction schedule. The issue of reselling rights to |and
did not arise in Russia before since it was sinply prohibited.

have to stop investing in a project because of unexpected
financial difficulties. In this case, they will not be able to

permts the investor to sell his share of rights to the
conpleted (or unconpleted) buildings and structures, this wll

totally dependent on the <city authorities. This can be
considered as another barrier to investing in land and in the

W recommend that a developer should have an unlimted
right to sell or Ilease unconpleted property as well as the

rights may be acconplished by a purchase agreenent which does
not contradict the current laws that permt the transfer of a

However, until the project is conpleted, a devel oper may
resell his rights to land only with the consent of the city,

sale of rights that beconmes effective only after the
construction has been conpleted. This allows a developer to

conpl et ed.

It is
investor be able to transfer his lease rights at any tinme, even
when the buildings have not been conpleted yet or not even

the agreenent and the key issue here is the city admnistration
consent to the resale, and to this end the city should be ready
to allow such transfer. The city may agree to such a transfer

perform the obligations under the |ease agreenent. A special
clause should be added to the |ease agreenent specifying how a



new buyer can guarantee his ability to perform under the
agreemrent and how a permt may be obtained. Aso, it is
recommended that a new clause be included in |ease agreenents
providing that the city has the right to deny a devel oper the
right to transfer his lease rights provided there are material
reasons for that.

Another alternative is to allow free transfer of rights at
any tinme provided the revenues from this transaction is split
between the developer and the city if the transfer takes place
before the construction has been conpl et ed.

2.5.9. Using the |l ease as a coll ateral

A |l ease agreenent contains a nunber of clauses on use of
| ease rights as collateral. The rights may be encunbered w thout
the permssion of the city. If a nortgagor submts to the city
as the land owner a witten certification of a nortgage, the
city agrees not to termnate the lease until it notifies the
nmortgagor of the possible termnation in advance giving him
enough tinme to cure the probl ens.

In addition, the terns of a | ease agreenent provide that if
the city termnates the lease, it will do everything possible in
order to sell the lease rights to another devel oper or investor,
and as soon as it recovers its expenses and the selling price,
it will use the revenues fromthis transaction to conpensate the
expenses of any nortgagees who have invested in the project.

2.5.10. Failure to performobligations and penalties

A | ease agreenent should define the rights and obligations

of the city and the developer in detail. If one party fails to
perform its obligations under the |ease agreenent, the other
party can apply a nunber of enforcenent neasures, including
filing suit in court, in order to force the other party to

performits obligations or to demand financial conpensati on.

The city has the right to inpose penalties and fines for
m nor breaches of <contractual obligations as well as to
termnate the |ease agreenent in case of a material breach. If
the city cancels the lease agreenment, it nust resell the
property and channel the revenues from the second sale to the
purposes specified in a list, including conpensation for the
expenses incurred by the city, conpensation for the expenses of
nortgagors in connection with providing a nortgage loan, if such
is the case, as well as the expenses for tenporary maintenance
of the land and buildings. Al remaining funds should be turned
over to the devel oper.



perform its obligations under the
| ease agreenent, the devel oper also has the right to cancel this

devel oper the paid up portion of the cost of the |ease plus
accumul ated interest according to the established rate.

wi t hout informng the other party  of surrounding the
circunstances and without giving it an opportunity to appeal the

t hem

The agreenment provides for extending the period of

or result inthe inability to perform obligations.

One nore question may arise regarding who will control the

termnates the land |ease. According to Russian law, the |and
and buildings on it may belong to different parties,

lease will be pointless since the land will be burdened wth
conpleted or partly conpleted real property to which a devel oper

property will be of little interest to other parties. The Gvil
Code of the Russian Federation establishes that the right of the

the termnation of a |ease agreenent is a subject that may be
defined by the provisions of the |ease agreenent concluded

he Civil Code, Articles 271, 272, 273, 552, 553, 623, 653.



Appendix 2.1

LAND L EASE AGREEMENT FOR DEVEL OPMENT’

(Sample)

Land Lease Agreement for Development

The City Adminigration, represented by

acting on the basis of the Regulations (hereinafter “Landlord”’), on the one part,
and

represented by ;
acting on the basis of

(hereinafter “Tenant”), on the other part, based on the Resolution of the City Administration dated
have concluded this Agreement on the following:

Section 1
SUBJECT MATTER OF LEASE

Article 1.1. Subject Matter of Lease. Landlord offers to lease, and Tenant leases from Landlord, a
parce of land with an area of hectares, including al buildings and structures listed in
Article 1.2, located at and
intended for construction, the description of which, in accordance with this Lease Agreement, is
provided in the Certificate of Permitted Use of a Land Parcel (Appendix A), together with dl the
parce’s conditions, restrictions and servitudes.

Article 1.2. Present Status of the Parcel. At the time of the execution of this Agreement the parcel
contains:

(buildings, structures, etc. with descriptions of them)

2 sample of the agreement is based on the lease agreement prepared by the experts of the Urban Inditute S. Butler, .
okovsky, and A. Khakhdlin in the framework of the demondgtration project of holding a tender for the sde of aland parce
mny Novgorod and Tver in 1995.




Article 1.3. Absence of Restrictions on Landlord's Title. The Landlord covenants to Tenant that his
title to the land indicated in Article 1.1 is free and clear from any restrictions that might preclude
the conveyance of title to, or prevent any kind of construction on, the land parcel. The Landlord
a0 covenants to Tenant that if the latter fulfills al agreements and obligations in this Agreement,
the Tenant shdl enjoy the right to use the land being leased, that is, Tenant shdl be entitled to
occupy and use the parcel without any interference on the part of the Landlord or any other natura
person or legd entity, that may contest the rights granted by Landlord under this Agreement.

Article 1.4. Appendices. The following documents shal be an integrd part of this Agreement:
a) Appendix A - Certificate for Permitted Use of aLand Parcel.
b) Appendix B - Lease Payment Schedule
¢) Protocol of Agreement for Relocation of Families and Demolition of Structures
d) Protocol of Agreement on Construction of Infrastructure Facilities

Section 2
TERM, EFFECTIVE DATE AND TERMINATION DATE

Article 2.1. Term of the Lease. The present Agreement has been concluded for aterm of Forty-nine
(49) (other ) years, and shdl be effective as of the date of its
registration in

The Term of the lease begins on the date the Agreement is executed by the parties to this Lease
Agreement. Upon expiration of the term of the Agreement, it may be extended by agreement of the
parties, for years as provided in Article 2.2 of this
Agreement.

Article 2.2. (Option 1) Extension of the Term. Tenant shal have a preferentid right, before other
parties, to extend the Term of this Agreement for an additional years,
beginning on the date of the termination of the initid term of the Lease, provided Tenant shall have
observed dl the redtrictions, conditions and obligations undertaken by him under this Lease
Agreement. Tenant shall have the right to extend the Lease Term provided Landlord shdl be given
written notification of Tenant’s intent to renew no later than six (6) months prior to the termination
date of this Agreement. Upon receiving said natification, Landlord shal inform the Tenant of his
decision within three (3) months after receipt of Tenant’s notification. Upon the execution of alease
agreement for a new term, the terms of this Agreement may be changed with the agreement of both
parties. The referenced Lease Agreement shdl be registered in the same manner as this Lease
Agreement.

Article 2.2. (Option 2) Extension of the Term. Tenant shall have a preferential right, before other
parties, to extend the Term of this Agreement for an additional years,
beginning on the date of the termination of the initial term of the Lease, provided Tenant shall




have observed all the restrictions, conditions and obligations undertaken by him under this Lease

given written notification of Tenant’s intent to renew no later than six (6) months prior to the
termination date of this Agreement. Upon receiving said notification, Landlord shall conclude a
lease agreement with the Tenant containing all the restrictions, terms and obligations of this
Lease Agreement with the exception of the rent which shall be changed as provided for in Article
3.2. The referenced Lease Agreement shall be registered in the same manner as this Lease
Agreement.

Article 2.3. Maintaining the Leased Property. Tenant or his legd successors shdl maintain the
leased property in the proper manner without any financia obligation on the part of the Landlord.
Tenant shall maintain al structures in good condition that meets the requirements of the safety
regulations and shal perform al repairs. Moreover, the use and the maintenance of the leased land
and any gructures on it shal comply with gpplicable lega requirements.

Article 2.4. Rights to Improvements to the Land. All improvements made to the land during its
development and use at Tenant’s expense and provided by this Agreement, or made by the Tenant
with written gpprova of the Landlord, shal be the property of Tenant during the Term of this
Agreement.

Article 2.5. (Option 1). Rights to Severable Improvements Upon Termination of the Agreement.
Upon termination of this Agreement, al severable improvements to the land which were made
during the development and use of the land at Tenant’s expense shal remain Tenant’s property.

Article 2.5. (Option 2). Rights to Severable Improvements Upon Termination of the Agreement.
Upon termination of this Agreement, al severable improvements to the land which were made
during the development and use of the land at Tenant’s expense shall become the property of
Landlord and Tenant shdl be reimbursed for the cost of said improvements.

Article 2.6. Rights to Permanent Improvements Upon Termination of the Agreement. Upon
Termination of the Agreement, al permanent improvements to the land, including permanent
sructures, infrastructure facilities, etc., which were made during the development and use of the
land at the Tenant’s expense and provided for in this Agreement, or made by the Tenant with
written gpprovd of Landlord, shal become the property of Landlord and Tenant shdl be
rembursed for the cost of sad improvements. However, if there is an early termination of the
Agreement pursuant to Article 8.1., the actions of the parties with respect to permanent
improvements shdl be governed by Article 9.2.

Article 2.7. Procedure for Determination of the Cost of Improvements to the Land. The costs of
the above-mentioned improvements to the leased land which are reimbursable to Tenant shall be set
by agreement of the parties through the execution of a Document on the Appraised Vaue of the
Improvements to the Leased Land Subject to Reimbursement. Should the parties fall to reach
agreement on the value of the improvements to the leased land subject to reimbursement, an
gppraisa of these improvements shall be conducted by independent appraisers hired by both parties.




Section 3
RENTAL AND OTHER PAYMENTS

Article 3.1. (Option 1) Renta Payment. Tenant shall pay to Landlord arental payment (the “Rentd
Payment”) for the leased land in the following amount:

F2) rublesfor the first years. Payments shdl be made
according to the schedule attached as Appendix B.

b) rubles per year upon completion of the period shown in
Appendix B. The payments specified in this paragraph (b) of the Agreement shal be made monthly,
in advance, in equal ingtallments, before the 15th day of each month.

The Rental Payment shall accrue beginning with the month following the date of execution of the
Lease Agreement by both parties. The Rental Payment shal be made without any additiona
notification or demand and shall be directed to account

Article 3.1. (Option 2) Rental Payment. Tenant shall pay to Landlord an annual rental payment
(the “Rental Payment”) for the leased land in the amount of rubles per
square meter per year. While the land is being prepared for construction and during actual
construction work, an amount equal to % of the amount indicated above shall
be charged. The Rental Payment shall accrue beginning with the month following the date of
execution of the Lease Agreement by both parties. Payments shall be made, in advance, on a
monthly basis, in equal installments, before the 15th day of each month. The Rental Payment shall
be made without any additional notification or demand and shall be transferred to account
1

Article 3.2. Changing the Rental Payment. During the term of the Lease, the Rental Payment may
be changed with the agreement of both parties, but it may not be changed more often than once a
year. In accordance with the laws and administrative documents in effect within the Republic of
Tatarstan, other minimum payment periods for the rentd ingtallments may be used. The Rentd
Payment periods shdl be changed by providing notification to Tenant and changes shdl apply to dl
installments due after the date of the change to the Rental Payment.

Article 3.3. Tenant’s Obligation to Pay Other Charges. In addition to the Rental Payment, Tenant
ghall pay dl fees, charges and payments related to execution of this Agreement or required by
federd and local adminidtrative acts. Upon receipt of awritten request from Landlord, Tenant shall
submit to Landlord copies of the documents confirming payment of these fees, charges and




payments.

Section 4
FACILITY DESIGN AND CONSTRUCTION

Article 4.1. Parcd Development. Tenant shall build facilities on the leased land in accordance with
the Certificate Of Permitted Use (Appendix A) and the approved design.

Article 4.2. (Option 1) Design. Tenant shdl submit the design documents required by the Lease
Agreement to the Department of Architecture and Planning of the City Administration (hereinafter,
DAPCA) by thefollowing deadlines:

Sketch Plan no later than days

after sgning the Agreement
Working documentation no later than days
(find  working sketches and after Sketch Design approva
Specifications)

Article 4.2. (Option 2). Desgn. Tenant shal submit to the Department of Architecture and
Planning of the City Administration (hereinafter, DAPCA) the find draft design (draft sketches
and specifications) no later than days after Sgning the Agreement.

Article 4.3. Adminigration Review of the Desgn Documents. Tenant shall receive notification of
the approva or disapproval of the sketch or draft versons within thirty (30) days after submission
of the materidsto DAPCA. DAPCA shdl have the right to disapprove the Sketch Plan or working
design only for the following reasons:

a) Exigtence of certain paragraphs and clauses that contradict this Lease Agreement,
SNIPs, laws or loca administrative acts.

b) For working documentation, the existence of certain eements of construction that do
not correspond to the approved Sketch Plan.

If Tenant does not receive a notice of disgpprova within 30 days after submission of the design
materias, or if aresubmission of the documents has been made under the provisons of Article 4.4.
of this Lease Agreement, Tenant shal have the right to regpply to DAPCA for approvd. If a
reasonable judtification for the refusa is not provided within the next thirty (30) days, Tenant shdl
have recourse to the provisons of Article 8.5. of this Lease Agreement.

Article 4.4. Resubmisson of Desgns. If the Sketch Plan or Working Design is disgpproved by
DAPCA, within 30 days after receipt of notification of disgpproval, Tenant shdl submit the duly
corrected Design. The corrected Design shal be reviewed and approved in accordance with the




same procedures gpplied to the initia design application.

Article 4.5. Congruction Deadlines. Tenant shall obtain a building permit in the prescribed manner.
Tenant shdl begin construction on the land parcel no later than days after
working design(working documents) approva. Tenant shal complete construction and obtain a
Certificate of Acceptance for the completed structure no later than
months after the effective date of this Lease Agreement.

Article 4.6. Extenson of Deadlines. The dates for Tenant’s submisson of the Sketch Plan or
Working Design and the dates for beginning and completing construction on the leased land may be
extended if the reasons provided by Tenant for the extenson are acceptable to the Administration.
An extenson of deadlines shal be accomplished by the contracting parties in the form of a
supplementa agreement attached to this Agreement. Tenant shal notify Landlord and DAPCA of
his need to extend the design and congtruction deadlines no later than 10 days prior to the
expiration of the deadlines specified in this Agreemen.

Article 4.7. Use of the Leased Land Prior to Construction. Prior to the beginning of construction,
Tenant may use the leased land in accordance with its permitted uses, provided that this activity
ghal not in any way interfere with the beginning or conduct of congtruction within the time
gpecified in this Lease Agreemen.

Section 5
DEMOLITION, INFRASTRUCTURE, AND SERVITUDES

Article 5.1. Desgn Approvad by Other Agencies. Approva of design documents by the
Adminigration shal not relieve Tenant of his responshility to obtain Design gpprova from other
agencies or units at the federa, republic or city level in accordance with existing laws.

Article 5.2. Permits and Payments. Tenant shdl obtain, in the prescribed manner, adl permits and
gpprovals necessary to conduct al work pursuant to this Lease Agreement and shdl pay dl fees
due for such permits and approvals.

Article 5.3. Family Reocation. The procedures and conditions for relocating families living on the
leased land shdl be determined by agreement of the parties, which agreement shal be formaized in
a specid Protocol attached to this Agreement. This Protocol shdl stipulate the number of families,
their present quarters, their requirements for new housing or the housing that they have aready
approved and accepted for relocation, if there are such agreements, and other information required
to estimate the expenses required for relocation.

Article 5.4. Demdlition of Buildings and Structures. The remova of buildings and Structures
located on the leased land shall be accomplished pursuant to the agpproved design documents &t the



expense of
(Indicate: Tenant or Landlord or their gppropriate shares)

Article 5.5. Infrastructure. Tenant shall obtain specifications for connection to al infrastructure and
shdl execute agreements for connection with the gppropriate service companies and organizations.
Condruction of infragtructure and ingtdlation of utility lines needed to congtruct buildings and
structures on the leased land and connections to infrastructure in accordance with the appropriate
specifications and design documents shdl be accomplished by Tenant and Landlord pursuant to the
Protocol attached to this Agreement.

Article 5.6. Accessto the Leased Land. Tenant shal ensure unimpeded accessto the leased land:

a) to Landlord or any supervisory body designated by him to inspect construction and/or
Tenant’s activities in performance of the provisions of this Agreemen.

b) to representatives of service companies to repair and service the infrastructure located
on the leased land.

Article 5.7. Condruction Servitudes. Tenant shal have the right to independently demand the
establishment of servitudes required to construct and operate the buildings (facilities) provided for
in this Agreement from owners of neighboring land and, if necessary, from owners of other land,
and shdl have the right to gppear on his own behadf as one of the parties to the agreements
establishing servitudes.

Article 5.8. Servitudes for Use of the Parcdl. If it is necessary to establish servitudes that are not
related to construction or use of the buildings and facilities provided for in this Agreement, but that
are required to use the land, the right to demand the establishment of such servitudes and to appear
on his own behdf as one of the parties to these agreements shal belong to Landlord. Landlord
shall, upon reasonable request from Tenant, demand the establishment of these servitudes or
transfer the right to demand them to Tenant by a Power of Attorney. In al cases, Landlord shal
cooperate with Tenant to establish the required servitudes. All payments and expenses related to
the establishment of the servitudes indicated in this article shall be borne by Tenant.

Article 5.9. Landlord's Cooperation with Tenant. Landlord shall cooperate with Tenant in the
preparation and adoption of officia documents and permits. Within ten (10) days after a written
request from Tenant, Landlord shal:

a) Together with Tenant, apply for permits, gpprovals, and other documents required by
officid bodies and needed for construction; and

b) Participate with Tenant to obtain the specifications and agreements for eectricity,
telephone lines, gas, water, sewer, heating and other infrastructure.

Tenant shdl pay dl fees and payments related to these actions.

Section 6



SUBLEASE AND TRANSFER OF LEASE

Article 6.1. Sublease. Landlord consents to Tenant’s sublease of the whole or part of the parcel or
fecilities a any time during the term of this agreement without being required to obtain any
additiona consent from Landlord. The terms of the sublease agreement shal correspond to the
terms and purposes of this Lease Agreement. Upon termination of this Lease Agreement for
whatever reason, the sublease agreement shdl aso terminate. The length of any sublease
agreements shal not exceed the term of this Lease Agreement. Terms of payment for the sublet
parce shall be established by agreement of Tenant and Subtenant. The Sublease Agreement shdl be
subject to State registration in the manner prescribed by law within ten (10) days from the time of
execution of the Sublease Agreement.

Article 6.2. Assgnment of Lease with Landlord’'s Consent. Assignment of the lease (transfer of
Tenant’s rights and obligations under this Lease Agreement to a third party) during any phase of
design and congtruction shdl only be permitted with Landlord’s written consent. Moreover,

Landlord shall not refuse to give his consent without written indication of materia reasons therefor.

Article 6.3. Conveyance of Red Property, Except for Residences. The sale of red property built by
Tenant under this Lease Agreement shdl entail atransfer of leasehold rights to the buyers of the
real property pursuant to Article 271 of the Civil Code of RF with the exception of the cases
indicated in Articles 6.5. and 6.6. of this Agreement.

Article 6.4. Conveyance of Resdences and Edablishing a Condominium. The sde of resdences
built by Tenant under this Lease Agreement may be accompanied by transfer of leasehold rights to
the ultimate buyers of residences, provided Tenant established a condominium regime, created an
association and registered them in the manner prescribed by articles 47 and 48 of the Federd Law
“On Homeowners Associations”.

Article 6.5. Conveyance of Title to the Land to Members of a Condominium. When Tenant sdls
residences in a condominium built on the leased land, Landlord shall:

(@ if individud homes (townhouses or individua detached houses) and land are being sold,
terminate the lease under this Agreement and convey the land alocated for each house to the
purchaser free of charge and convey land in common use to the common ownership of the
association members; or

(b) if the resdences being sold are part of an gpartment building, then, after the creation of a
condominium and a homeowners' association, terminate the lease under this Agreement and convey
the land alocated for the condominium to the condominium association free of charge as their
common property in the manner prescribed by current laws.

Section 7



MORTGAGE FINANCING; RIGHTS OF MORTGAGORS

Article 7.1. Leasehold Mortgage. Effective upon the regidtration of this Lease Agreement,
Landlord consents to adlow Tenant to mortgage his rights under the present Agreement to the
existing and newly erected structures on the parcel without obtaining any additiona consent from
Landlord. A mortgage agreement shall be subject to mandatory state registration within ten (10)
days after its execution.

Article 7.2. Rights of Mortgagors:

a) In the event Tenant breaches a materiad term of this Agreement which provides Landlord
the opportunity of early termination of the Lease, and should the latter decide to terminate the
Lease, Landlord shdl notify Mortgagor within ten (10) days from the time he made said decision,
and shall provide the Mortgagor thirty (30) days from the time of receipt of the notification to cure
the breach. Prior to the expiration of the thirty (30) day period indicated above, Landlord shall not
take court action to terminate this Lease Agreement.

b) The Mortgagor has a priority right to conclude alease agreement in his name as alega
successor to Tenant. If the leasehold is transferred to the mortgagor to recover againgt the
mortgaged property under the mortgage (hypothecation) agreement, the Landlord shal not prevent
the mortgagor’s rights to the leased land from taking effect.

Section 8
LIABILITIESOF THE PARTIES

Liabilities of the Tenant

Article 8.1. Tenant’s Failure to Perform Lease Terms. The Tenant shall not have peformed his
obligations under this Lease Agreement if:

a) Tenant shdl not have paid the Renta Payment or shal not have extinguished a debt
within ten (10) days after receiving notification from Landlord on the expiration of a payment
deadline provided in this Lease Agreement.

b) Tenant shdl not have performed other obligations, terms and agreements under this
Lease Agreement, including the design and construction deadlines, within thirty (30) days after
receiving natification from Landlord listing the Tenant’s violations. A violation shal be consdered
cured if Tenant undertakes appropriate action to correct it within the thirty (30) day period and
shall have corrected the violations within the time agreed upon by the parties.

Article 8.2. Pendlties and Fines for Non-payment of Rent. If the Rental Payment is not paid by the
deadline specified in this Agreement, Tenant shall pay the Landlord a pendty in the amount of

percent of the total amount due, calculated from the date the indebtedness arose, for
each day of dday, as well as a fine in the amount of percent of the tota
amount due if payment is delayed thirty (30) days. Thetota amount of pendties fees and fines shall




not exceed the amount of of the annud rental payment. The
payment of fines and pendlties does not relieve Tenant of his obligation to perform under the terms
of this Agreement.

Liabilities of the Landlord

Article 8.3. Landlord's Failure to Perform Lease Obligations:

a) If Landlord shal have violated Article 1.3. of this Agreement or if defectsin the land are
found during construction, which defects are not shown in Article 1.2. and which partidly or totaly
prevent use of the parcel, even if Landlord was not aware of these defects when this Agreement
was concluded, or if Landlord fails to perform any other obligation under this Lease Agreement,
Tenant shal send notification indicating the violations of the terms of this Agreement.

b) These defects shdl be consdered cured if Landlord undertakes appropriate action within
athirty (30) day period to correct them at no cost to the Tenant and shall have corrected them at
no cost to Tenant within the time agreed upon by the parties.

c) Tenant shdl have the right to extend the construction period, without the Landlord’s
consent, for the period of time it took Landlord to eliminate the above stipulated defects on the

parcel.

Article 84. Tenant's Actions Againgt Landlord. If Landlord fails to perform the obligations
contained in Article 8.3, Tenant shall have the right, at his éection, to make one of these demands
on Landlord:

a) acommensurate reduction of the Rental Payment;
b) rembursement of his expensesfor diminating the defects;
¢) withholding from the Renta Payment the amount expended to diminate the defects;

d) early termination of the Lease Agreement if the defects can not be diminated, after
sending the appropriate notification to Landlord.

Article 8.5. Force Mgeure. Neither the Landlord nor the Tenant shdl bear responghility for the
falure to perform their obligations if the cause of the delay in performance of these obligations is
the result of circumstances beyond their control (force maeure). The party that is not able to
perform its obligations for the specified reasons shdl notify the other party a the very first
opportunity. If the above-mentioned circumstances occur, the time for performing the obligations
under this Lease Agreement shall be extended by the period such circumstances are in effect.



Section 9
TERMINATION OF AGREEMENT AND TAKING OF LAND

Article 9.1. Actions Againg Tenant for Failure to Perform. If Tenant shdl fal to perform his
obligations under this Lease Agreement pursuant to Article 8.1., then Landlord may take action to
terminate the Lease Agreement early based on Article 619 of the Civil Code of RF (failure to pay
rent when due on two occasions, waste of the leased property, etc.) as well as under the following
circumstances.

a) Tenant does not comply with the time for design and construction work with adeviation
from the schedule of over Six (6) months.

b) Tenant failsto perform the terms of Articles 5.3. and 5.4.
The Lease Agreement shall be terminated by decision of the Arbitration Court.

Article 9.2. Sde of Redty. If the Court renders a decision for early termination of the Agreement
due to Tenant’s failure to perform his obligations, dl permanent improvements made by Tenant to
the leased parcel shdl be subject to mandatory sae by auction. The procedure for conducting the
auction, the auctioneer and the procedure for distributing the money received from the auction sde
shall be determined on the basis of the Court’s decision.

Article 9.3. Actions Againgt Landlord for Fallure to Perform. If Landlord shdl not perform his
obligations under this Lease Agreement pursuant to Articles 5.3, 5.4., 8.3., and 8.4., then Tenant
may take action to terminate the Lease Agreement early in accordance with Article 620 of the Civil
Code of RF. Tenant shdl provide written notification to Landlord of his decision to terminate the
Lease Agreement at least thirty (30) days before applying to the Arbitration Court.

Article 9.4. Tenant’s Ownership of Improvements. If the Arbitration Court renders a decision for
early termination of this Agreement due to Landlord's failure to perform his obligations, Tenant
shdl retain ownership of al improvements made by him to the leased parcd.

Article 9.5. Compensation for Tenant's Damages. In case of early termination of this Agreement
due to Landlord’s failure to perform his obligations, which termination affects the conduct and
completion of congtruction, Tenant may obtain adecison from the Arbitration Court for:

a) Tenant's losses related to Landlord’s falure to perform his obligations under this
Agreement; and

b) a fine imposed on the Landlord for his falure to perform the terms of this Lease in the
amount of percent of the annua Rental Payment in effect a the time of the
Agreement’s termination.

Article 9.6._Specia Conditions for Early Termination of the Lease Agreement for State and
Municipa Needs. Early termination of the Lease Agreement for the purpose of using the land for
state or municipa needs shdl only be possible upon the request of authorized state agencies or loca




self-governance representative body. The demand for early termination of the Lease Agreement for
the purpose of using the land for state and municipa needs and ataking of the improvements made
Tenant to theland shdl not be granted if the state agency or city administration that submitted this
demand to the Court does not provide evidence that the new public use of the land is impossible
without termination of the lease under this Agreement. A taking (totd or partia) of the
improvements made by Tenant to the leased land during early termination of the Lease Agreement
for the purpose of using it for state and municipa needs shdl be done in compliance with Articles
279-282 of the RF Civil Code. If adecison is made by an authorized agency for early termination
of the Lease Agreement for the purpose of using the land for state and municipa needs, Tenant
shdl be notified of the termination date no less than 12 months in advance, counting from the date
the decision was made.

Section 10
MISCELLANEOUS

Article 10.1. Disputes and Disagreements. In case of disputes and disagreements between the
parties to the present Lease Agreement, the parties shall settle their differences by drawing up a
protocol on settlement of differences within thirty (30) days. If the differences are not settled by
drawing up a protocol, adl disputes and disagreements arisng under this Lease Agreement shdl be
submitted to the Arbitration Court.

Article 10.2. Natifications. Any notification or message related to this Lease Agreement shdl be
congdered properly sent upon its dispatch by prepaid registered mail with notice to the following
addresses:

(8 Tothe Tenant:

Tothe Landlord:

All changes of addresses shal be provided to the parties to this Lease Agreement, each to the other,
within ten (10) days.

Article 10.3. Preliminary Documents and Understandings. Unless otherwise provided in this Lease
Agreement, this Agreement shall be superior to any other written documents or oral agreements




between Tenant and landlord that existed before this L ease Agreement became effective, and in the
event of any incondstency between such written documents and ord understandings and this Lease
Agreement, the latter shall take precedence.

Article 10.4. Deviations and Changes. Any deviation from or change related to the restrictions,
terms or agreements in this Lease Agreement shall be made in writing and signed by the other party
with the exception of the cases provided in Articles 3.2. and 8.3.(c) of this Agreement. A deviation
by one of the parties from performance of any of its obligations shall not be effective if it is not
formalized in a written document supplementing this Lease Agreement. Oral agreements on
deviations from or changes to obligations shal have no effect.

Article 10.9. Legal Addresses:
Landlord

Tenant

Landlord:

Tenant:






